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Your Problems in Time 
of Uncertainty 


City Bank Farmers Trust Company, in its 119 years of 
experience, has dealt with the problems of managing 
property in its various forms during four periods of war- 
time uncertainty. 


Even in the best of times those problems are difficult. 
They require time, experience and judgment. But in 
these war-torn days, when a world revolution is in process 
and sovereign states, centuries old, are being destroyed, 
such problems demand experience and organization. 


The long and varied experience of City Bank 
Farmers Trust Company, which has served successive 
generations during the trying times of the past, can be 
called upon today and will be available in the years tocome. 


EXECUTOR * CUSTODIAN OF SECURITIES * TRUSTEE 
MANAGEMENT OF INVESTMENTS 


TRUSTEE * PAYING AGENT * TRANSFER AGENT 
REGISTRAR FOR CORPORATIONS 
PAYING AGENT FOR STATES AND MUNICIPALITIES 


City Bank Farmers 
cura un LTUSL Company 


Head Office: 22 William St., New York; Uptown Office: Madison Ave. at 42nd St.; 
Brooklyn Office: 181 Montague Street , 


Information may also be obtained through any branch of The National City Bank of New York 





This section of the magazine is edited by a volunteer panel of expert 


students of economic problems. 


of the best available thought on economic and financial events. 


They offer each month a group selection 


Each 


article in this section will have behind it group study and discussion aimed 
at giving you information of the highest practical value, clearly and 


accurately presented.—Ed. Note. 


THE KEYNES’ PLAN—When a na- 
tion undertakes to wage war under con- 
ditions as we know them today, one 
of its major problems is that of paying 


for the war in a manner least likely to 
cause serious maladjustments in its 
economy. The national economy moves 
toward a complete use of its factors of 
production, and both while it is ap- 
proaching this state and after it has 
been reached, an increasing share of 
national income is represented by the 
production of goods necessary for wag- 
ing war, and a decreasing share by the 
production of goods necessary for 
everyday life. The increased income of 
consumers tends to compete for this 
diminishing supply of consumers’ 
goods; which engenders a process of 
price increases flowing into every sec- 
tion of the economy. This process, if 
allowed to continue unchecked, results 
in higher governmental deficits to be 
met largely by increased borrowing 
from the banks which, in turn, further 
aggravates the conditions which made 
the increased borrowing necessary; and 
the economy moves toward inflation 
with the almost sure prospect of an 
aftermath of severe economic loss and 
disorder. 

Mr. J. M. Keynes, the English econ- 
omist, shortly after the outbreak of 


war in September 1939, conceived and 
published a plan to prevent the genera- 
tion in Great Britain of this destructive 
spiral of inflation and its aftermath. 
The plan was much discussed, but until 
April of this year no action was taken 
by Parliament to put it into effect. 
Briefly, his plan is to absorb a sub- 
stantial portion of the increased cur- 
rent income of wage and salary earners 
by a system of taxation and “compul- 
sory” saving. The idea behind this ac- 
tion is that increased income flowing 
into the hands of private buyers is pre- 
vented from intensifying the demand 
for a diminishing supply of consumers’ 
goods. An inordinate rise in prices is 
prevented and the current savings of 
the public are made directly available 
for use by the government. Mr. Key- 
nes prefers to call the portion of in- 
come which is “compulsorily” saved, 
“deferred pay.” This form of contribu- 
tion to the national war effort is primar- 
ily that of those earning $1,000 a year or 
less, while the contribution of those earn- 
ing more than this amount is largely in 
the form of taxes. Those whose contribu- 
tion is in the form of “deferred pay” 
are to receive it after the close of the 
war in a way and at a time to be 
decided upon by the authorities. This, 
he says, will have a mitigating effect 
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upon the decrease in the demand for 
consumers’ goods which will arrive 
with the first post-war slump. 

In the first part of April, this year, 
Sir Kingsley Wood, the Chancellor of 
the Exchequer, presented to Parliament 
the new Budget for the fiscal year 1941- 
42. In it are provisions for putting into 
effect a modified version of the Keynes’ 
plan. 


Income tax exemptions are lower and 
the rates are increased, but the extra 
tax payable as a result of lowered ex- 
emptions will be credited after the war 
to the taxpayer’s account in the Post- 
office Savings Bank up to a maximum 
of $260, per annum. For instance, 
under the new Budget a married man 
with one child earning $880 a year, 
will pay a tax of approximately $10.40, 
all of which will be credited after the 
war to his account in the Postoffice Sav- 
ings Bank. This man paid no income 
tax under the previous revenue law. 
On the other hand, a married man with 
one child earning $4,000 a year will 
pay a tax of $1,304.50. Of this amount 
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approximately $193 will be credited to 
him after the end of the war. This 
man formerly paid an income tax of 
about $927. 

This action by Great Britain may 
well carry implications deserving our 
most serious study as we, in our turn, 
move toward a more complete and vig- 
orous prosecution of the National 
Defense Program. 


WAGES AND PRICE CONTROL—In- 
creased economic activity under arma- 
ment stimulus is increasing not only 
employment and payrolls, but wage 
rates. With a sharply increased demand 
for labor and — due to conscription — 
a somewhat reduced supply, that effect 
may be anticipated regardless of any 
activity by labor unions. Union activity, 
indeed, may hasten and enlarge the up- 
ward trend; or may act merely as the 
vehicle for the inevitable. It should not 
be forgotten that in a rising labor mar- 
ket, one of the most acute forms of wage 
boosting occurs when sorely pressed em- 
ployers “kidnap” workers from compet- 
itors, a practice already in evidence, 
despite strenuous efforts of the U. S. 
Employment Service to eliminate it. 


Will the anticipated rise in wages im- 
peril the government’s attempts to con- 
trol commodity prices? 


Increased economic activity can nor- 
mally be expected to stimulate a mild 
increase in commodity prices. Such a 
normal increase cannot be called infla- 
tion. Government price control measures 
are aimed at a rapid soaring of prices, 
whether of particular commodities or of 
the general price level, almost invariably 
caused by a market dominated by the 
seller. 


It must also be borne in mind that a 
rise in wage rates need not mean a pro- 
portionate increase in the price of the 
commodity affected. Cost of production 
may not rise at all. Fuller production 
may reduce unit costs even while wages 
are going up, and thus compensate for 
them. Furthermore, a high wage level 
may in time stimulate greater use of 
labor-saving techniques and a _ higher 
level of managerial efficiency. However, 





the imposition of priorities may curtail 
somewhat the extent to which the sub- 
stitution of machines for men takes 
place. 

If commodity price control requires, 
as an inevitable corollary, immediate and 
rigid control of the “price” of labor, the 
same logic, it must be conceded, applies 
with equal force to the “prices” 
(returns) of capital and management 
—in other words, totalitarianism. Suc- 
cess in keeping commodity prices within 
reasonable bounds will at least remove 
the most powerful stimulant to wage in- 
creases and hence to the entire inflation- 
ary spiral. But labor too must play its 
part by not pressing for wage increases 
that will make it impossible to keep 
prices within bounds. 


DEFLATION FORCES — Wars have 
always had two characteristics—the de- 
struction of life and property, and infla- 
tion. The current war may easily be- 


come the most destructive that man has 
ever known. Rather than prolonged bat- 


tles in No Man’s Land, this war has its 
decisive butcheries of civilians and de- 
struction of property by implements 
hardly dreamed of during the last war. 
In this respect, the war will follow its 
conventional pattern. 

However, there are many reasons for 
doubting that the war will have its con- 
ventional inflationary effects upon secur- 
ity prices. Commodity prices in general 
have risen moderately since the war 
began and they are certain to increase 
further. Consumer purchasing power is 
expanding and as we adjust further to 
an all-out war economy the production 
of goods to satisfy consumer desires may 
decline, with a resultant stimulus to 
commodity prices. Labor is demanding 
and receiving higher wages. Business 
is at an all-time high rate of output, 
inventories are large and increasing, and 
relatively large amounts are being bor- 
rowed from the banks, at the same time 
that the government needs to float sub- 
stantial loans to finance the war. 

Normally, this set of factors would 
result in a large increase in earnings and 
a rise in interest rates. Stock prices 
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would advance while bond prices would 
decline. But because of restrictions and 
controls, higher taxes, and the surplus 
of investment funds, earnings may actu- 
ally decline and. interest rates remain 
low. Security prices may act in just 
the opposite way from what would be 
generally expected. Bonds may be pre- 
ferable to stocks during this controlled 
war economy. 

There are unfavorable longer-term 
factors which should also be considered 
in judging the effect of war upon the 
price of both stocks and bonds. Costs 
of doing business are increasing because 
of advances in wages and taxes. Fur- 
ther governmental controls tend to make 
business operations less flexible and less 
efficient. So long as business activity is 
increasing, with the accompanying ten- 
dency to reduce unit costs, the effects of 
these developments will be partly hidden. . 
but once the war boom terminates and 
business declines to a normal level, the 
weakened earnings position of industry 
may be more apparent. Earnings avail- 
able for distribution to stockholders may 
be less than during the years prior to 
the war, and-many bonds that have had 
their charges covered by a satisfactory 
margin in the past may become specu- 
lative. 

Today’s investment program should 
make allowance for these changes in the 
selection of securities. It is better to 
strengthen one’s investment house while 
the waves are small and only commenc- 
ing to weaken the foundation than to 
wait until a severe storm comes and then 
hope to escape unhurt while the house is 
falling. 


DEFENSE BONDS AND SAVINGS 
INSTITUTIONS—The sale of nearly 
five billion dollars of “baby bonds,” 
aided by an excellent and all-inclusive 
publicity campaign over the past six 
years, has paved the way for the forth- 
coming issues of “defense bonds” and 
“stamps” which will reach into the 
pockets of millions of American citi- 
zens. Two of these series will have a 
great appeal to fiduciaries; others are 
designed to attract individuals who can 
save from 10 cents to $5,000. 
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It will be interesting to see the extent 
of direct.investments with the govern- 
ment, instead of through the agency 
of savings banks, insurance companies 

and savings and loan associations. The 

experience in the last war : indicates 
. that a large amount of savings may be 
withdrawn from individual bank ac- 
counts for direct purehase of federal 
securities. Such a development. would 
frustrate one of the expected results 
from these sales: the mopping up of 
excess purchasing power created by the 
defense program. 


While the fight goes on over whether 
to fund the major share of appropria- 
tions out of savings—even by “forced 
draft” (such as the Keynes Plan)—or 
by taxation (always a politically un- 
palatable method, subject to the laws 
of diminishing returns) it is certain 
one effect will be that the savings 
stream will be largely diverted from 
savings institutions. Post Office steps 
may be worn a lot thinner than those 
of savings banks, and interest rates 
being what they are, direct investment 
of savings will present a real challenge 
to the ingenuity of savings bankers. 


It is claimed that people want ser- 
vice and will pay for it. But there may 
be a pertinent simile in the growth of 
self-service grocery stores, cafeterias 
and such. And anyway, John Q. Public 
often says today, “Well, don’t invest- 
ment institutions put most of my depos- 
its (and even trust funds) into govern- 
ments; so why not do it direct and save 
the middleman charge?” 


There was a time when the public as 
a whole looked on bankers as among 
those to decide whether governments— 
local, state or federal—were efficient 
and deserving of finance; whether this 
or that industry or business was effic- 
ient and capital worthy. Today, under 
the added patriotic impetus of “De- 
fense” and with a widespread confi- 
dence that government desires are 
equivalent to needs, may not a further 
chapter be added to the story of con- 
traction of the financial middleman 
which we first witnessed in brokerage 
and investment banking offices? 
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‘TRUSTEESHIP. ON THE WORLD 


STAGE—Fiduciaries will find a special 


interest in the. . remarkable plan ;now 
under consideration in Washington, for 
dealing with the remaining British in- 
vestments. in American corporations, 


which Britain is. pledged to “put into 


the pot” as an offset against. American 
war supplies. For it applies, on a huge 
scale and to an international problem, 
the familiar principle of trusteeship. 

The circumstances are interesting 
and peculiar. Great Britain began 
mobilizing her subjects’ American in- 
vestments within a few months after 
the declaration of war, and for well 
over a year maintained an office in New 
York which, on every bulge or near- 
bulge in the market, quietly and skil- 
fully sold from these holdings for cash. 
But as the struggle intensified and the 
need grew ... and, it is to be presumed, 
most or all of the readily disposable 
small parcels were used up... this plan 
was no longer adequate. 

For some months it has been under- 
stood that not only were the remaining 
British assets approaching the vanish- 
ing-point ... being in fact far exceeded 
by commitments for war needs... but 
that the remaining assets were in the 
form of controlling ownerships, rather 
than minority security holdings, of sub- 
stantial enterprises, whose transfer or, 
at worst, liquidation, presented (espec- 
ially in wide-spread disturbance to busi- 
ness) enormous difficulties. 

Two of the largest British-owned 
holdings have been made available by 
the sale of the American Viscose Cor- 
poration to a syndicate headed by Mor- 
gan Stanley & Co. and the advancement 
by the RFC of a $40,000,000 loan on the 
capital stock of the Brown & William- 
son Tobacco Co. Now, two other big 
properties . . . Lever Bros. and the 
Shell Union group of American oil com- 
panies ... are also reported to be in 
line for special treatment on some plan 
still to be worked out. 

But this leaves some $600,000,000 of 
assets in the form of ownership of a 
wide variety of smaller businesses, dif- 
ficult to sell and almost impossible to 
liquidate without grave and needless 
loss. These it is now proposed to place 





in trust with a corporation to be created 
for the purpose, having a small fixed- 
interest-bearing capital but being other- 
wise a non-profit enterprise. Three of 
its seven trustees would’ be named by 
Great Britain, three by the United 
States, and the seventh chosen by these 
six. 

The trust indenture, presumably, is 
to be virtually a “Collateral Trust,” 
the assets being deposited as security 
for corresponding advances to the Brit- 
ish government. The plan definitely 
contemplates its liquidation by a sink- 
ing fund derived from the distribut- 
able earnings of the deposited securi- 
ties. 

This seems an admirable application 
of the principle of trusteeship to a prob- 
lem which without that principle would 
be well-nigh insoluble. 


SUPER BUREAUS AND DEFENSE 
EFFORT — Two seemingly extremely 
important combinations are added to our 
economic alphabet this month in OEM 
and OPACS. The former (Office of 
Emergency Management) is announced 
as the new ruling agency of defense and 
civilian economy, superior to the O.P.M., 
and directly responsive to the President. 
With Leon Henderson as head of the 
Office of Price Administration and Civil- 
ian Supply, and Harry Hopkins Lend- 
Lease administrator, a new balance of 
economic power is created which leaves 
the OPM not only still suffering from 
its original weakness of two-headed- 
ness, but apparently dropped to third 
place in authority. 

The organization seems thus to be 
completed for industrial and economic 
control by government, with vast powers 
not only in defense industries but also 
over ordinary business. And by the 
same act, to the already amazing con- 
fusion of responsibility, authority and 
action are thus added further division 
of power and additional obstacles to 
quick coordination. 

This news seems to give added point 
to the steadily growing number of 
reports of serious and increasing delays 
at the Treasury in clearing payments 
on defense contracts. Most of them, 
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so far, appear .to be on supply contracts; 
but there is not much consolation in this 
when it is considered that the chief rea- 
son is that few except the immediate 
supply contracts have as yet advanced 
far enough for progress and completion 
payments ‘to be in order. 


A fair proportion of the more alarm- 
ing tales that are to be heard in bank- 
ing circles have proved on investigation 
to be either exaggerated or due to mis- 
understandings. In one important case 
the delay on a large payment proved to 
have been caused by a blunder of the 
contractor himself. It might also be 
remarked that those who repeat, un- 
thinkingly, such tales as these would 
do well to consider their effect in 
increasing confusion and depressing 
morale. None the less, a brief but rea- 
sonably careful investigation reveals an 
uncomfortable amount of fire beneath © 
vast. clouds of smoke. 


The immediate results are admittedly 
not serious. So long as there is still 
plenty of money available at the banks, 
the fact that it takes three months to 
get a payment through the Treasury 
that any moderately efficient business 
could clear in two weeks, has meant 
only that bank loans have had to be 
extended that much longer, and in some 
cases increased in amount. The con- 
tractor has scarcely enjoyed this, but 
the banker, not unnaturally, has been 
in no mood to complain of a delay ad- 
vantageous to him. 


But what of 1942, when the flood has 
risen to its height? Will we still be 
able, then, to afford the luxury of 
Treasury red tape when perhaps a bill- 
ion or so of badly needed dollars are 
caught in its coils? Will there not be 
that much added temptation to “create” 
sufficient additional money to make up 
the difference, instead of making more 
efficient use of what we already have? 


Private enterprise and the American 
Government are the twin sons of Columbia. 
They were born of the same mother; they 
were both weak in the beginning, but sus- 
taining each other, they have both become 
great, and when one of them seeks to com- 
pletely dominate and command the other, 
they both will die. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, March 31, 1941 


RESOURCES 


CASH AND DUE FROM BANKS . .... . . . . $1,557,500,958.47 


U. S. GOVERNMENT OBLIGATIONS, DIRECT AND FULLY 
GUARANTEED . . . . ee oe &@ & 12 


STATE AND MUNICIPAL Sedenenne or ae a ae 136,659,915.35 
STOCK OF FEDERAL RESERVE BANK... ... . 6,016,200.00 
OTHER SECURITIES .. . , - * 166,83 1,443.42 
Loans, DiscoUNTs AND Sanerane’ hocepuen — 690,342,489.95 
es 5 ew ee oe ee ef 38,664,688.04 
eS. ee 7,344,765.54 
MoRTGAGES . . . a oe ae a 10,583,526.54 
CUSTOMERS’ hevereante Reine ie ie ee 11,718,814.59 
Ae ee ee 12,397,595.99 


$3,890,245,379.02 











LIABILITIES 
CAPITAL FuUNDs: 


Capitat Stock. . . . . . . $100,270,000.00 
Sk me | re Tt 
UNDIVIDED PROFITS .... . 39,268,700.26 


$ 239,808,700.26 
RESERVE FOR CONTINGENCIES. . . ...... 11,206,788.47 
RESERVE FOR TAXES, INTEREST, ETC. . . ... . 1,557,367.97 
DEPOSsITs. . . es « = &« «0 » & 2 eee 
ACCEPTANCES Canines — — 13,081,576.97 


LIABILITY AS ENDORSER ON Raceeeneantins a AND : Seneeaee 
es ts a 6 he ee eS ee Oe Oe 262,133.65 


I, Sg UT ge lg egg 6,799,155.52 
$3,890,245 ,379.02 


United States Government and other securities carried at $162,455,805.00 are pledged to 
secure public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 











Conquest by Planned Trade 


Foreign Trade Between Free Countries 
vs. Controlled Economy 


ANTONIN BASCH 


Former Chairman of the Foreign Trade Committee of Czecho-Slovak Industry 
and General Manager of United Chemical & Metallurgical Works, Prague 


HE entire foreign trade of Ger- 

many, import and export, has for 
many years been under Government con- 
trol, to fit in with the general economic 
and political plans of the Reich. It mat- 
ters little that the Government has 
changed the aim of its foreign trade 
policy from time to time; the essential 
point is that foreign trade is one of the 
important instruments of German policy 
and expansion. 


German foreign trade derived enor- 
mous gains from the wide application of 
the system of clearing and barter agree- 
ments in Central and Southeastern 
Europe, chiefly after the change in the 
regime in 1933. Germany well knew 
how to take advantage of the difficulties, 
on the part of the smaller states of Cen- 
tral and South-Eastern Europe, in ex- 
porting their raw materials and agricul- 
tural products, both because of the 
shrinkage of world trade resulting from 
the depression and the lower prices of- 
fered by their overseas competitors. 


Germany’s policy was to import from 
the trans-oceanic countries, where she 
was forced to pay in foreign exchange, 
only those commodities which she could 
not buy in the so-called “clearing” States. 
In this way she saved her supply of for- 
eign exchange for financing re-arma- 
ment. Clearing agreements took the 
place of individual payments between ex- 
porters and importers, payment through 
the collective account settling the bal- 
ance of the entire foreign trade. The 
countries of Central and South-Eastern 
Europe welcomed Germany’s plan as a 
means of mitigating the export crisis 
and did not concern themselves, at first, 
with the problem of how the exports to 
Germany would eventually be paid for. 


Germany became the debtor of these 
countries, some of which acquired con- 
siderable credit balances in the clearing 
accounts. The higher prices paid by the 
Germans raised the entire price level in 
Central and South-Eastern Europe, were 
an obstacle to the adaptation of prices 
to the world level and, in this way, made 
it increasingly difficult for the “clear- 
ing” States of these parts of Europe to 
export to other countries than Germany. 


The Pressure on Bank Credit 


HE exporters, thinking only of their 
immediate interests, urged the Gov- 
ernments and the national banks of their 
countries to make it possible for them to 
export to Germany in spite of the un- 
favorable state of the clearing accounts, 
and demanded that the Central Banks of 
issue see to it that immediate payment 
be made for the exports without taking 
into consideration the state of the col- 
lective account with Germany. The Cen- 
tral Banks, forced to advance loans, in 
many instances, even at the risk of credit 
inflation, sought means of maintaining 
this way of trading. Importers, apply- 
ing for foreign exchange to cover im- 
ports from abroad, were often forced to 
buy in Germany, sometimes at higher 
prices for goods of poorer quality. 
Germany obtained, in this manner, a 
certain degree of control over the eco- 
nomic policy of these countries. By in- 
flating prices, she divorced these coun- 
tries from the world market system, and 
finally, was even in a position to dictate 
foreign exchange rates favorable to her- 
self. 
Germany’s price level was not affected 
to the same degree because of her totali- 
tarian controlled economy, which per- 
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mitted the distribution of the burden ac- 
cording to a general plan, and because 
of already existing differences between 
domestic prices and prices for export. 


Restitution of the difference in prices 
for export was made to the producers 
through a common fund, financed by a 
so-called export tax and paid by all en- 
terprises; this fund amounted to many 
millions of marks yearly. Whereas the 
limit to such “dumping” when used by 
a private concern or cartel is the profit 
margin which the industry in question 
‘can get in the domestic market, there is 
no such limit in a totalitarian economy. 

Next, Germany announced the so-called 
“Schacht Plan,” which stated openly that 
imports would be limited to raw mate- 
rials and food stuffs and that exports 
were to consist mainly of finished indus- 
trial products. Simultaneously the pro- 
gram of self-sufficiency (Autarkie) was 
developed. The production of various 
substitutes was organized, price consid- 
erations being only of secondary impor- 
tance. 


Isolated Efforts Unsuccessful 


HE foreign countries were forced to 

adapt themselves, as best they could, 
to the needs of German economy calcu- 
lated in terms of the Nazi conception of 
the New World Order. Some countries 
attempted to meet the threat by coun- 
terattacking with the same weapon, i.e., 
complete control of exports and imports. 
They were not very successful, however. 
Much smaller than Germany, they had 
very little bargaining power. There was 
also much internal pressure on the part 
of those whose exports Germany offered 
to take at higher prices; it was very dif- 
ficult to reconcile conflicting private in- 
terests which clashed when the exports 
of one group were restricted to the ad- 
vantage of another group. The case of 
Czechoslovakia is an _ illustration in 
point. Germany demanded that exports 
of grain and other food-stuffs as well as 
timber be shipped from Czechoslovakia 
and, conversely, that exports of various 
industrial products be decreased. As a 
result of this change in the structure of 
the foreign trade, the structure of pro- 
duction in these countries was changed. 
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Once such: a degree of. control .was 
achieved Germany began to take a hand 
even in internal policies, giving prefer- 
ence to exporters and importers sympa- 
thetic with the Nazi regime. At first 
the Nazis asked that the members of the 
German minority be everywhere given 
a preference in the allocation of export 
and import quotas. This policy applied 
to South America as well. 

Then by degrees they excluded from 
the benefits of this trade so-called “un- 
reliable” elements, although they were 
the citizens of the State with which Ger- 
many was trading, as for instance, non- 
aryan firms, free-masons, socialists, 
franco and anglo-philes, etc. 


These methods brought impressive re- 
sults. Germany’s exports to the coun- 
tries of Central and South-Eastern 
Europe increased by 62% from 1935 to 
1937 while her total exports increased 
by only 38%. After Munich, Germany 
absorbed more than one-half of the for- 
eign trade of all these countries and was 
in a position to dictate such conditions 
as prices, and eventually the rate of ex- 
change of their currency in relation to 
the mark. 


Economic Appeasement 


S years went by, repeated efforts 

were made for the emancipation of 
the trade of these countries from the in- 
fluence of Germany. France, England, 
Czechoslovakia and other countries were 
called upon to increase their purchases 
in the states of Central and Eastern 
Europe and to replace imports from else- 
where by the products of these states 
and, in this manner, to defend their poli- 
tical positions. The United States is 
now desperately trying to cope with a 
similar situation with respect to South 
America. But such a course is difficult 
and requires a long period of time if it 
is not directed by one central authority 
as was the case with Germany. Even 
after the outbreak of the war, France 
and Great Britain hesitated to purchase 
raw materials and food-stuffs in the Bal- 
kans ahead of the Germans whenever 
they were asked to pay higher prices 
than those in the free markets. 





It is surprising to find how similar 
are the arguments which were used after 
Munich for political appeasement and 
those being repeated today for future 
economic appeasement. The creation of 
a great economic unit in Europe and the 
development of international trade rela- 
tions are slogans which are repeated con- 
stantly. It seems that those who speak 
with such confidence about Germany’s 
aims are not yet familiar with the sub- 
stance of the Nazi doctrine under which 
the control of foreign trade is tied up 
with the control of production, distribu- 
tion, consumption, and prices. As Dr. 
Stolper rightly remarks:* “The basic 
condition for this system of planned 
economy is, of course, complete control 
over exports and imports—and this again 
closely connected with the control of for- 
eign exchange and capital supply.” Ger- 
many might possibly change her methods 
for a short period, but it is impossible 
to expect fundamental changes and even- 
tually a liberation of foreign trade. After 
all, such a controlled economy would soon 
collapse if it were to relax this rigid and 
highly integrated system of control with 
respect to such an important part of it 
as foreign trade. 


Greater Economic Units Needed 


“T is asserted that technical progress 
requires the creation of great eco- 
nomic territories and Customs units, the 
United States being given as an example 
to prove that this is the way toward im- 
proving the standard of living. After 
the war, the development will be either 
toward a great liberation of international 
trade or, and perhaps simultaneously, 
toward the creation of greater Customs 
units. But Germany is not building her 
New Order to raise the standards of liv- 
ing in all the nations of Europe and to 
grant their just claims, but to make se- 
cure her own economic might and to best 
use the wealth and even the labor of the 
rest to the advantage of the German na- 
tion. In the occupied countries, Ger- 
many is hastening to change the very 
structure of the economy so as to adapt 


*Gustav Stolper: “The German Economy, 
1870-1940”—P. 249. 
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it to the New Order. Factories are be- 
ing transferred, production centralized, 
new production of substitutes. estab- 
lished, the final goods being produced in 
Germany or under German control, while 
raw materials and food-stuffs are com- 
ing from the occupied territories. Berlin 
thus already assumes the central finan- 
cial position on the Continent. 


The only possibility of raising the 
standard of living is in the greater in- 
tensification of the entire economic life; 
which pre-supposes the creation of such 
industry as would be adapted to the con- 
ditions in these countries. Germany has 
of course a different recipe which she 
has already come a long way in applying 
and which demonstrates her conception 
of post-war co-operation. In the coun- 
tries of Central and South-Eastern 
Europe, further building up of industry 
will be stopped; even that which exists 
is to be limited if not actually transferred 
to the Reich; but the production of food- 
stuffs and raw materials will be increased 
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without regard to competition. As for 
the surplus inhabitants, they will be sent 
into German regions to labor. 


Dictation to South America 


F Germany achieves such an economic 

control of Europe, her position with 
respect to international trade would be 
extremely powerful. Germany would 
take possession of the entire apparatus 
of production and of all the resources of 
Europe, would have access to the raw 
materials and food-stuffs of Africa and, 
evidently, also of Asia, with an appre- 
ciable quantity of goods for barter trade. 
Her bargaining and barter position would 
be especially strong with the States of 
South America, where one may assume 
that, at the end of the war, large stores 
of grain, fats, coffee, timber, oils, hides, 
wool, various ores, etc. will have accumu- 
lated. John B. McCulloch in his “Chal- 
lenge to the Americas’’* points out that 
“Normally Europe imports more than 
half of Latin America’s goods, whereas 
the United States takes only about a 
third. A Germany victorious over Eng- 
land would be in a position to speak for 
all of Europe.” 

A Germany controlling Europe would 
be able to buy very large quantities of 
agricultural and other commodities and, 
dealing with isolated units where there 
is not such a complete control of econ- 
omy, she will have a very good chance of 
again getting the trade on her own 
terms. That would be the beginning of 
economic and political penetration as was 
the case in Europe. 

The only effective way of resisting 
would be a united front of all these 
States, backed economically (and not 
only by granting credits)—and politi- 
cally by the United States of America. 
Such a pact pre-supposes the overcom- 
ing of difficulties and jealousies among 
these countries as well as among the var- 
ious groups of exporters within their 
boundaries. 

The strongest economic position, even 
in the event of a Germany victory, will 
still be held by the United States, due to 


*The Foreign Policy Association 26/1940 
p. 45. 
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its general economic power and because 
its exports do not exceed 6 to 8% of the 
entire national production. However, 
the planned course of German-Europe in 
foreign trade would also affect the United 
States indirectly through inroads in other 
parts of the world. 


Democratic vs. Controlled Trade 


CONTROLLED large unit with a 

definite aim is stronger for offense 
than one which is not controlled, even 
though economically more consolidated 
and better balanced. The political sys- 
tem of the democracies has proved its 
weakness against the weapons of attack 
used by the totalitarian States, even in 
time of peace. It has been dangerously 
weak in this kind of contest in time of 
war. We must not undervalue the mas- 
terly way in which Germany knows how 
to take advantage of the differences in 
economic interests in each country. And 
it is certain that she would try to gain 
the support of all those groups in the 
United States whose interests lie in ex- 
porting to Europe, whether in agriculture 
or in industry. 

This country would, in the end, be com- 
pelled to control its foreign trade. But 
we know that, once control has been ap- 
plied to an important branch of a coun- 
try’s economy, it has an automatic ten- 
dency to spread to other spheres. 


The complete control of foreign trade 
by a big, highly developed country which 
is closely connected with the world 
economy tends to reduce the general vol- 
ume of international trade, and leads to 
an extension of this control to other fields 
of national economy and to an increase 
in the number of States which, in an at- 
tempt to protect their interests, are also 
compelled to introduce foreign trade con- 
trol with all its consequences. 


Controlled foreign trade of big coun- 
tries will result in the formation of large 
economic units wherever possible for the 
simple reason that these countries will 
be seeking an appropriate way of pro- 
tecting and defending their economy. 
But this will be at the expense of the 
smaller nations whose economic develop- 
ment requires at least a minimum of 
freedom in international trade relations 





coupled with the regime of the most 
favored nation. 


A Nazi victory will thus lead to split- 
ting the world into big units trading to- 
gether by the way of completely cen- 
tralized and controlled trade, and ex- 
changing only these commodities which 
cannot be produced within the unit itself 
and cannot be dispensed with. 


This means not only the dismember- 
ment, in fact the end of world economy 
as it was formed and grew before 1914, 
but also that this hemisphere could not 
maintain, as in a vacuum, its present 
methods of economic organization and 
trading. For there will still be enough 
inter-relationship among the various 
parts of the world, even after its re- 
formation into large units, to make im- 
possible the permanent maintenance, side 
by side, of two different systems of for- 
eign trade if the Nazi system is effec- 
tively operating in a large and economi- 
cally important area. In the end, one of 
the two systems will have to adjust itself 
to the other, either by surrender or force- 
ful conquest. 


We have emphasized the weakness of 
the internal foundation on which the new 
German-dominated Europe would rest in 
spite of the apparent advantages result- 
ing from the formation of a great eco- 


nomic unit. I do not believe that this 
system could be maintained for very 
long. It would be only a question of 
time until the internal weaknesses of the 
system would cause its collapse in spite 
of the stiff methods of control used by 
the Nazis. 


Editor’s Note.—This presentation, by 
the most distinguished economist of 
Czecho-Slovakia, now visiting professor 
at Brown University, concerns the anat- 
omy of German economic war, and the 
dangers faced by the Americas in the 
event of German victory. It will be fol- 
lowed in an early issue by discussion of 
probable trade and economic conditions 
based on breakdown of the German econ- 
omy—either under military defeat or 
inherent weaknesses in its structure. 
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HAUNTED HOUSES OR 
GHOST CITIES 


Decentralization of defense plants and the 
increased tempo of armament employment . 
have caused a serious shortage of housing 
in many centers. Rising rents at such 
points require rising wages, and these in 
turn put pressure on wage scales through- 
out the industries or encourage undesirable 
rent control measures. But more important 
is the problem of providing immediate 
housing for defense workers to prevent 
slowing down of the production program. 


Institutional investors, many of whom 
have a number of non-productive dwelling 
and apartment houses, might materially as- 
sist in meeting this need by fixing up such 
properties after determination of local 
needs and rental prospects. It is urged 
that banks and trustees holding such vacant 
rentals get in touch with local and County 
Defense Councils who are currently mak- 
ing surveys of available housing facilities. 
This division of the Office for Emergency 
Management is now setting up registration 
centers on a state-wide basis. 


Here is both a patriotic duty and an op- 
portunity to put to excellent use idle hous- 
ing accommodation which could be put in 
livable repair upon assurance of rentabil- 
ity for the duration. Every effort should 
be made to utilize present buildings rather 
than to create boom towns which will re- 
present overexpansion after the war and 
leave us with ghost towns built at high 
construction costs by workmen immediately 
needed for more essential production. 


SS 
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The National Market for Money 


Interest Rates and Central-Bank Control 


RAYMOND F. MIKESELL 
University of Washington 


N their recent report to Congress the 

Board of Governors of the Federal 
Reserve System recommended that they 
be given power to absorb the existing ex- 
cess reserves of the banking system, now 
approximately seven billion dollars. The 
Board has frequently contended that 
under present conditions, they are al- 
most powerless to control an overexpan- 
sion of bank credit, the dangers of which 
are universally recognized. The Federal 
Reserve authorities have also expressed 
the opinion, in their report, that the 
large excess reserves are responsible for 
the fact that interest rates have fallen 
to unprecedentedly low levels. Unless 
the Federal Reserve authorities can con- 
trol the reserve position of the banking 
system, they feel powerless to prevent 
these artificially low rates in the money 
market. 

The responsibility for the existence of 
these huge excess reserves is to be found 
largely in the huge gold inflows from 
abroad, and in the government’s silver 
purchasing program. Since 1934, four- 
teen billion dollars of gold have come into 
this country. It is true that a restricted 
demand for capital helped to prevent 
banks from utilizing the excess reserves 
made possible by the gold inflows and 
the government silver purchases. 


Where They Originate 


UT even with prosperous times and 

a high level of private borrowing, 
it is doubtful whether the existing excess 
reserves could be absorbed under present 
reserve requirements without a consider- 
able degree of monetary inflation result- 
ing. This is especially evident in view 
of the fact that at the present time 
demand deposits and currency amount to 
approximately 42 billions of dollars or 
about 50% greater than ever in our his- 
tory before this situation developed. 
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Utilization of the existing excess re- 
serves would make it possible to more 
than double our present volume of 
money. Hence we cannot conclude that 
a return to prosperity and full employ- 
ment will solve the problem of artificially 
low interest rates by bringing about an 
absorption of the existing excess re- 
serves. If all of these reserves were put 
to work monetary inflation could be ex- 
pected, during which time, of course, 
interest rates are likely to soar. 

Bankers and monetary economists 
have long realized that the rate of inter- 
est is to a very large degree a monetary 
phenomenon, and that central banks and 
other monetary authorities are able to 
exercise a large measure of control over 
rates of interest through their control 
of the money supply and of bank re- 
serves. There are, of course, limits to 
the control of interest rates through 
monetary measures. It will be my pur- 
pose in the following paragraphs to dis- 
cuss the potentialities and limitations of 
controlling interest rates by monetary 
means. (By the rate of interest I mean 
the average long term rate on relatively 
riskless securities. ) 


Limits of the Problem 


N the first place, regardless of the 

power of the monetary authorities to 
increase the supply of money or the 
reserves of the banking system, there is 
a lower limit below which interest rates 
can hardly fall. I doubt if further in- 
creases in the reserve capacity of banks 
to expand credit would result in substan- 
tially lower rates than the minimum long 
term rates which have prevailed in 
recent years. Interest rates must al- 
ways be high enough to compensate the 
lender for giving up liquidity, for hold- 
ing wealth in the form of securities 
rather than money. Even on relatively 





354 


riskless long-term obligations, there is 
always the chance of a rise in interest 
rates and a consequent fall in the market 
value of the securities. 


There is perhaps a conventional min- 
imum rate of interest below which lend- 
ers including banks will choose to hold 
money rather than debts. An announced 
policy of maintaining low interest rates 
on the part of the Federal Reserve au- 
thorities might make possible a lowering 
of this minimum rate. The stronger the 
expectation banks and other lenders have 
that low rates may be expected to obtain 
in the future, the lower will this mini- 
mum long-term rate tend to be. But if 
people expect higher rates in the near 
future, central banks will be powerless 
to lower the long-term rates even though 
the short-term rate may fall to zero. 
Also if there exists a widespread lack of 
confidence in the banking and financial 
institutions of the nation such as occur- 
red during the years from 1932-1934, an 
unusual desire for liquidity and a large 
volume of hoarding on the part of the 
public may prevent a forcing down of 
interest rates in spite of the existence 
of high excess reserves for the banking 
system. 


If Pressure Rises 


ATES may be maintained near the 

conventional minimum only if the 
economic system is operating at less than 
full employment. If interest rates are 
maintained at very low levels during a 
period of prosperity when the profit rate 
is high, an inflationary boom financed 
by bank credit expansion is inevitable 
once full employment is reached. This 
is the situation which menaces us in the 
near future. 


So long as the rate of interest is 
below the rate of return on additional 
invested capital there will be a tend- 
ency for the rate of investment to 
increase. But once the point of full em- 
ployment is reached the only way that 
the rate of current investment could in- 
crease would be for the capital goods 
industries to bid the primary factors 
away from the consumption goods indus- 
tries. This would result in a rise in 
money wages and an increased demand 
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for consumption goods, followed by an 
increase in prices. 


The result would be an upward spiral 
of money wages and prices so long as 
nothing happened to limit the supply 
of credit money. There would exist 
something of a tug-of-war between 
the makers of capital goods and the 
consumption goods industries for the 
use of the primary factors, with an end- 
less rise in wages and prices until the 
rate of interest was raised or the mone- 
tary standard broke down completely and 
money no longer was able to perform its 
proper functions. Should the govern- 
ment decide to maintain the present ab- 
normally low interest rates in order to 
facilitate its financing, and refuse to 
grant the necessary powers to our Fed- 
eral Reserve authorities for controlling 
the situation, the above result seems in- 
evitable. 


No Easy Remedy 


URING periods of depression and 

high unemployment an easy money 
policy is desirable to encourage business 
recovery. But recovery cannot be 
brought about by monetary means alone, 
nor can it be served by excessively low 
interest rates which inflate the prices of 
high-grade securities and work a hard- 
ship on millions of people whose incomes 
are derived directly or indirectly from 
the return on interest-bearing obliga- 
tions. Recent investigations have shown 
that the effect of lowering interest rates 
on business men’s decisions to invest has 
been greatly over-estimated by many 
economists, and that little is to be gained 
in the direction of business expansion 
by more than a reasonable lowering of 
these rates. 


In conclusion, it has been argued that 
the Federal Reserve authorities should 
be given the power to control the reserves 
of the banking system. By the absorp- 
tion of the existing oversupply of excess 
reserves the present abnormally low 
rates could be raised and a powerful 
instrument of monetary control restored 
to the hands of our Federal Reserve 
authorities for use in the critical times 
which lie ahead. 





Price and Priority Controls 


Advantages and Effects of Government Purchase-and-Resale 


CHARLES 0. HARDY 
Brookings Institution, Washington, D. C. 


LARGE part of the function which 
A is performed by the price system in 
an unregulated private economy is taken 
over by the Priorities Administration in 
cases where prices are regulated. Both 
involve two distinct sets of problems; 
those associated with the prices paid by 
the government and the preferential 
treatment of government orders, and 
those that involve the control of prices 
paid by civilians in their dealings with 
one another and the priorities given to 
one type of private order over another. 

There is little ground for dispute as 
to the advantage, in a serious war emer- 
gency, of establishing a specialized; cen- 
tralized, administrative body to set max- 
imum prices for standard goods that are 
bought by the government, and to make 
and enforce regulations concerning the 
priority to be given government orders. 
Control of prices paid by the govern- 
ment is not really price control at all; 
it is merely centralized bargaining back- 
ed by the power of the government to 
commander and requisition property in 
the event that agreement cannot be 
reached as to proper prices. 

The necessity for special controls over 
the prices that are paid by the govern- 
ment is due to the fact that in numerous 
cases its urgent demands are so great 
and the capacity to produce the articles 
in question so inelastic that satisfaction 
necessitates drastic curtailment of pri- 
vate use of the commodity. In the ab- 
sence of control, demand would so ex- 
ceed supply that the price would tempor- 
arily shoot to fantastic heights if com- 
petition were maintained. 


Assuring Essential Flow of Goods 


F course, if civilian prices are left 
free to rise above government prices, 
it becomes necessary to insure priority 
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for government orders either by contract 
or by regulation, but if this can be done 
there is no obvious reason why price con- 
trol need be extended to all commodities 
for which the government’s demands are 
so great that a sharp contraction of 
civilian consumption is necessary. 

It is everywhere agreed that there 
are some cases in which, under the con- 
ditions of scarcity that appear during 
war, it is not wise to leave the market 
for civilian goods and services as free 
as in peace times. In some cases the 
government absorbs so much of the sup- 
ply that the control of the remainder 
becomes virtually a monopoly. In other 
cases where there is still competition — 
as was the case with wheat during the 
World War—price control is instituted 
because the commodity or service is so 
essential to the maintenance of the phy- 
sical welfare or customary standards of 
the population that rationing a short 
supply by sale to the highest bidder 
would give the wealthy purchaser an 
advantage that is deemed intolerable. 
The best illustration, perhaps, is afford- 
ed by drugs and vaccines. 

In any case where there is a genuine 
shortage and where price is held by 
authority below the level which it would 
reach if left to the control of competi- 
tion, some scheme of rationing is neces- 
sary. If the rationing is not done by 
the government it must be done by deal- 
ers and distributors, presumably on the 
principle of taking care of their best 
customers first; and such allocation is 
not likely to be any better, socially speak- 
ing, than the allocation effected by let- 
ting the price go up to the point where 
demand will be no greater than supply. 


What Shall be Controlled 


IFFERENCES of opinion arise as 
soon as we attempt to distinguish the 
cases which call for centralized control 
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from those which can as well or better 
be left to the market. During the World 
War this difference showed itself in the 
respective policies of the Food Adminis- 
tration and the War Industries Board. 
The War Industries Board, which dealt 
chiefly with raw materials and half-fin- 
ished products, approached the problem 
primarily from the viewpoint of the gov- 
ernment as a buyer. Its first interest 
was to see that the government paid no 
more than it should. Its secondary in- 
terest was in protecting the public in 
those cases where the government’s de- 
mands were so large that a very great 
advance in prices would have followed, 
under free competition. It refused to 
deal with any commodity of which gov- 
ernment purchases were not large enough 
to “upset the market.” 


The Food Administration, on the other 
hand, appears to have believed that it 
was desirable to regulate all prices with- 
in its jurisdiction, regardless of whether 
there was any shortage or not. A large 
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part of its activities were directed to 
keeping food prices from advancing in 
line with the general level of money in- 
comes. 

This same difference of opinion exists 
today. To a very large extent the ad- 
ministration of the defense program is 
in the hands of individuals who believe 
that the price system is not a good sys- 
tem of allocating economic goods and 
apportioning incomes either under peace 
conditions or war conditions, and is con- 
fident of its ability, through price con- 
trol and rationing, to improve upon the 
working of a system of freely moving 
competitive prices. 


Free Markets vs. Government Edict 


HIS is the basic issue today with 

regard to the relations between gov- 
ernment and industry. Is there a pre- 
sumption in favor of free markets with 
control only in exceptional cases, or vice 
versa? The question is primarily one 
of priorities or rationing rather than of 
prices, though price must be controlled 
if rationing by authority is to be effec- 
tive. 

Take the case of aluminum, for in- 
stance. The government will use most 
of the output, and civilian consumption 
must be cut far below customary peace- 
time standards. How is the residue 
available for civilian consumption to be 
distributed; from what uses should alum- 
inum be withdrawn? The price of alum- 
inum is not important from the stand- 
point of the total cost of living, for only 
a small fraction of the total national in- 
come is spent for it. What is important 
is that aluminum shall be available, first, 
for those uses in which a small quantity 
of the metal adds a great deal to the 
utility of some product, and in which 
there are no substitutes that are almost 
as good and are relatively abundant. If 
the rationing is done by authority that 
authority will undoubtedly endeavor, by 
studying census and trade reports and by 
questionnaires, to determine which buy- 
ers of aluminum use it in such ways that 
a small amount serves a highly important 
use, and eliminate these uses where sub- 
stitution can readily be effected. For 
example, they would make aluminum 
available for certain alloys in which a 





small mixture of aluminum adds greatly 
to the value of a large quantity of cheap- 
er metals. It would be eliminated from 
use for pots and pans, and probably as a 
substitute for copper in transmission 
wires. 


A More Efficient Control 


UT this allocation, which an intelli- 

gent bureaucracy would strive for, 
is substantially the allocation that would 
be brought about by a sharp advance in 
price. The bureaucracy must spend an 
immense amount of labor in collecting 
the information necessary to accomplish 
a purpose which would be brought about 
with much less labor and, in my opinion, 
just as accurately, if the government 
did nothing but let the price go up 
enough to cut down the demand to the 
dimensions of the supply. 

It will be objected that such a pro- 
cedure would give unnecessary profits 
to the fortunate owners of aluminum 
plants or stocks of secondary metal; and 
there is force in this objection. It is my 
understanding that the Aluminum Com- 
pany of America does not want the price 
to go up in harmony with the demand 
and supply situation, because of the ad- 
verse effect on public opinion, though the 
collectors of scrap aluminum have no 
such inhibitions. 

The logical solution for cases of this 
sort, where there is a single fairly hom- 
ogeneous product, the supply is. inelas- 
tic, and the government’s needs are suf- 
ficient to upset the market, is for the 
government to buy the entire output on 
a basis that yields producers no more 
than a fair return, and then resell part 
of the product in the open market to the 
highest bidder, after providing for its 
own needs, including those of subcon- 
tractors on government work. This 
would do away with the necessity both 
for direct price control and for ration- 
ing. It would be in effect a 100 per cent 
excess profits tax on the difference 
between the fair price to producers and 
the value to the consumers for the most 
important uses. 

Modifications could readily be intro- 
duced to permit sales at cost for uses 
that were deemed socially important 
though economically unable to compete. 
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Commodities, like sugar, where it might 
be deemed important to subsidize pub- 
lic consumption could be sold at a price 
below what the market would bear, 
though this would involve rationing, and 
would only be worth while in the event 
of a severe shortage. 


High and Low Cost Producers 


NDER ordinary peace-time condi- 
tions, the high-cost producers may 
be able to operate only in periods when 
demand is unusually strong; in war time 
it may be essential to secure their full 
output. The solution arrived at in the 
World War was to fix a bulk line price 
high enough to cover the costs of the 
highest cost producer whose continued 
operation was necessary to get 80 or 90 
per cent of the full theoretical capacity 
output, and let the low-cost producers 
make all the profit they could. 
Obviously, there is no reason why the 
customer who buys from a high-cost pro- 
ducer should pay more than one who 
buys the identical product from a low- 
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cost producer. But there is no reason 
why the government should not make 
separate contracts with individual pro- 
ducers for their entire output at nego- 
tiated prices, taking into consideration 
their individual costs, just as public util- 
ity commissions fix rates for power on 
the basis of the costs of the individual 
producer and disregard those of other 
power companies. Re-sales might be at 


average cost, or less than average cost 


if it were desired to subsidize a partic- 
ular class of consumers. But, as indi- 
cated above, the soundest general policy 
would be to sell at the highest price that 
would clear the market, and use the pro- 
fits to finance the defense program. 


I know no element of national income 
which could more appropriately be taken 
over by the government in this emer- 
gency than the surplus values which rep- 
resent the excess utility of the scarce 
commodity for highly important uses 
over the cost of producing it in bulk in 
quantities sufficient to provide for less 
important uses in peace time, and for 
government needs in war time. 


Individual bargaining with producers 
is not applicable to cases like lumber 
and most agricultural products, where 
there are thousands or millions of pro- 
ducers. It would be impossible to nego- 
tiate with producers on the basis of in- 
dividual costs. Price fixing also runs 
into serious difficulty in these cases, and 
resort must be had to very rough approx- 
imations in determining a price that is 
fair to the producer. 
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The Wage Element 


N so far as the level of wages is deter- 

mined by free individual bargaining 
in a market involving great numbers 
both of employers and of employees, 
there is no reason to anticipate any 
more need for governmental interference 
in war time than in peace time. Wages 
in different types of employment are 
likely to change, but the new scales will 
presumably reflect the new differences 
in the value productivity of different 
types of labor, and there is no reason 
why such readjustments should be ob- 
structed. Even general increases occur- 
ring in times of rapid inflation are de- 
sirable, reflecting the readjustment of 
a particular kind of income to the in- 
crease in the total income. 

Collective bargaining, however, pre- 
sents a special case, and here the pros- 
pective need for control is greater, and 
incidentally the administrative difficul- 
ties are less, than is the case with indi- 
vidual wage bargains. The need for 
control is greater because major labor 
organizations are so powerful that at a 
time when there is urgent need for in- 
creased and united effort, they can, if 
they choose, extort unnecessary wage 
increases. 

It seems desirable, therefore, that as 
a part of any general program of price 
control, provision be made for govern- 
mental review of all collective bargains 
involving, say, 50 or more employees, 
with power in the Price Administration 
or an auxiliary labor administration to 
veto or modify agreements involving a 
change of compensation for the same ser- 
vice. 

The administration of such a power, 
if it is to be useful, must be governed 
by the following purposes: (1) to en- 
courage the absorption of unemployed 
labor; (2) to permit adjustment of 
wages to any rise in the cost of living 
that is due to fiscal and monetary infla- 
tion, but not to increases that reflect a 
decreased supply of goods and services; 
and (8) to discourage any tendency for 
the rate of inflation to be accelerated by 
wage increases running ahead of the 
general income expansion and thus en- 
couraging further expansion of credit. 





Savings and Excess Income Taxation 


MERICANS will dig down at least 

$3,500,000,000 deeper in their tax 
pockets next year, according to Secre- 
tary Morgenthau’s announcement, which 
includes, incidentally, a declaration of in- 
tent to finance two-thirds of federal ex- 
penditures by taxation. But the burden 
will not fall equally. Some groups of 
individuals and corporations obtain 
greater income from defense production, 
while others—including the classes rely- 
ing largely on investment returns—will 
feel the pinch of rising tax rates at the 
corporate source and at the receiving 
end, as well as of the prospective rise in 
certain living costs. In addition to using 
taxes for reform or corporate “policing,” 
the government is now urging us to di- 
vert our funds from non-defense con- 
sumption. 

A supposed offset to the attempt to 
obtain vast and sometimes confiscatory 
taxes, as in England and to a lesser ex- 
tent in Canada, is the proposal to give 
the taxpayer partial credit in postal sav- 
ings or bonds payable after the war. 
Designed also to cure some injustices of 
the tax load, the nature of such post-pay- 
ments—and their inflationary potentiali- 
ties—deserve close study. Because the 
United States has followed much of Eng- 
land’s and Canada’s lead in fiscal policy, 
the following abstract from the March 
22nd issue of the London Economist is 
of interest. 


cc ARS can hardly be fought with- 

out some incomes or profits be- 
ing increased. When to this dislocating 
effect of war there is added a tendency 
for the aggregate of incomes to rise, be- 
cause of a fall in the value of money, the 
number of size of ‘‘excess” incomes in- 
creases very rapidly. 

“It is never easy to define what are 
excess profits, and even the most perfect 
and complex system must give rise to 
some marginal injustices. These in- 
equities are naturally intensified with 
every increase in the rate of charge, and 


with Excess Profits Tax levied at 100 
per cent, some of them become really ser- 
ious. The treatment of immature firms 
is only one example of a provision that 
appears to be working contrary to com- 
mon equity. Perhaps the second most 
important defect is the method of assess- 
ing the tax on firms exploiting wasting 
assets. 


“It has become quite clear that the 
rate of 100 per cent is operating against 
the public interest—even against the nar- 
rowest interest of the Exchequer. To 
say that it removes the incentive of gain 
without which business will not function 
is to put an unnecessarily unworthy ap- . 
pearance on the true state of affairs. 
Most business managements are prepared 
in wartime to respond to incentives other 
than profits. But there are many forms 
of activity—in export, for example— 
which a firm cannot afford to undertake 
if it has to shoulder the whole risk of 
loss without any possibility of gain. The 
very heavy burden of EPT runs some 
risk of depleting British industry of its 
liquid capital, with results that may be 
very damaging after the war. In retro- 
spect, it is easy to see that 100 per cent 
EPT was a mistake, which would not be 
repeated today. 


“The best means of remedying the 
mistake would probably be to keep the 
rate of 100 per cent but provide that, 
say, a quarter of the sums collected be 
regarded as lent to the Government. 
Bonds would be issued for the amounts 
thus “lent,” bearing either no interest or 
a very low rate. Funds thus standing 
to the credit of EPT payers could not be 
spent, except for good cause, until after 
the war. This would restore the incen- 
tive of profit in the hereafter. The 
yield of the tax would not be reduced; 
and all the advantages claimed by Mr. 
Keynes for the release, in a post-war de- 
pression, of “deferred pay” would apply 
with even greater force to the release of 
funds direct to industry. 
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been proposed. It would seem that its 
advisability would turn on the yield to 
be expected; which again would turn on 
the degree of inflation to be expected. 


New Fortunes and Inflation—‘“‘Even 
a very carefully designed system of taxa- 
tion on excess profits and incomes can- 
not entirely prevent the emergence of 
war fortunes, if there is a general fall 
in the value of money. This is not so 
much because of the difficulty of devising 
entirely watertight definitions, but be- 
cause the foundation of war fortunes is 
usually accretions to capital rather than 
excess profits. For this reason the sec- 
ond line of attack on war wealth is the 
levy on capital in its various manifesta- 
tions. The most recent proposals are 
those made by the Labor Party a year 
ago for an annually recurring tax on all 
property. In some versions of the pro- 
posals, the rate to be levied rose for the 
largest properties as high as 4 per cent 
of the capital value, and there was, of 
course, no suggestion that such a levy 
could be paid out of the income from the 
property. Proposals such as this seem 
to be based upon a fundamental fallacy. 


“War-time inflation, it is true, gives 
rise to large increases in the wealth of 
certain property owners. But property 
owners as a class suffer severely from it. 
According to Mr. Colin Clark’s calcula- 
tions, rent interest and profits between 
them took 44.9 per cent. of the national 
income in 1911. In 1924, in spite of the 
war fortunes, the figure had fallen to 
82.5 per cent, and in 1929 it was 31.6 
per cent. The Labor proposals, in order 
to levy on a number of individuals who 
are enriched by war, would impose very 
stiff additional taxation on a class who 
are differentially injured by war. If in- 
creased taxation on property has not been 
acceptable to the electorate before the 
war, it should be still less acceptable 
during the war and immediately after an 
inflation of prices. The variety of pro- 
perty taxation for which war and its cor- 
ollaries do provide a justification is taxa- 
tion on war-time increases in property— 
not on property itself. 





‘An Excess Income Tax has frequently. . 
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“In this war, the public has from the 
start clearly grasped and approved the 
distinction between “genuine” savings 
(which it is right to remunerate with 
interest rates of up to 3 per cent) and 
created credit, which should be borrowed 
by the Treasury at no more than the cost 
of handling. The difficulty arises in de- 
fining “genuine” savings. 


“The only sound principle is that a 
real rate of interest should be paid for 
those additional savings, and those only, 
which result from a reduction in some 
individual person’s or firm’s consumption 
below the pre-war level. All the rest is 
merely inflation coming round for the 
second time. 


War Loans—“The National Savings 
Campaign, with its wholly admirable 
energy and persistence, is going badly off 
the rails on this point. Most of its pro- 
paganda lays emphasis merely on the 
total of money subscribed. War Weap- 
ons Weeks are already leading to the 
subscription of newly created credit by 
local branches of the banks—a clear cuon- 
travention of the principle. There is 
also a tendency to bless with the patriotic 
label private individuals’ subscriptions 
to War Loan which represent no genuine 
abstention from consumption at all. The 
whole cast of. Savings propaganda needs 
to be quite radically altered. The indi- 
vidual should be told that his duty is to 
reduce his consumption by every possible 
means. 


“Once he has economized as much as 
he can, it matters very little what hap- 
pens to the money he saves thereby. The 
saving once done, it is of no advantage 
to the State to pile up enormous figures 
of subscriptions to Savings Certificates 
and War Loan. Indeed, it is to the 
State’s advantage not to borrow at 2% 
per cent or 3 per cent if it can raise the 
money more cheaply, and the truly pa- 
triotic citizen is he who, having reduced 
his consumption to the absolute mini- 
mum, leaves his spare money in the 
bank.” 
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Why Not Try Democracy in Business Too? 


Editorial 


NE of the just criticisms at the root 

of much recent investigation, regu- 
lation (and damnation) of business—as 
evidenced in T.N.E.C. monographs, S.E. 
C. rules, N.L.R.B. decrees and so on—is 
the hierarchy of directorship in many 
American corporations. The imposition 
of greater liabilities, as in banking 
boards, has done much to weed out the 
dilettante, but there are still a large 
number of supposed representatives of 
stockholders who are barely able to keep 
awake at meetings—if indeed they are 
able to get to them. As a part-time job 
for odd moments is has become danger- 
ous pastime. 

Through the wide distribution of 
stockholdings in small amounts, and the 
use of the “holding company” technique 
now under severe political and public 
indictment, a select group set all policies 
while many of the other directors lent 
their names much as deb- 
utantes and dowagers do 
for facial soap promotio 
That style is fast disap- 
pearing; the trend today is 
toward working members. 
Consolidated Aircraft rec- 
ently took a radical step in 
placing all directors not 
officers on the payroll, and 
providing a penalty of $500 
for failure to attend a 
meeting. That will bear 
watching before emulating. 

A far more significant ‘ 
action was taken the ‘first 


of this year by Nunn-Bush Shoe Com- 
pany, whose management made two of 
its seven directorships available to repre- 
sentatives chosen by employees. This ° 
is an even closer tie-up of capital and 
labor than the McCormick Plan which 
has had wide success through its crea- 
tion of junior advisory boards of direc- 
tors in hundreds of companies.* In 
both cases common interests are pro- 
moted far better than by artificial means 
of tooting up “esprit de corps” and “loy- 
alty to the organization.” 


Local Unity Comes First 


HESE are days that tax the best 
ability, specialized knowledge of and 
adaptability for successful corporate 
management—and what is more import- 
ant than the quality of corporate man- 
agement to the institutional investor? 
These are also times when labor is de- 
manding overdue recogni- 
tions, and some undue ad- 
vantages which can seri- 
ously impair or even im- 
poverish operations. Meet- 
ing around the grievance 
table is too seldom and 
often too late for cool- 

headed solutions. 


There is need of a con- 


*c.f. “Democracy in Busi- 
ness;” Charles McCor- 
mick—Dec. 1938 issue of 
Trust Companies, 
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opportunity to work out the common 
destiny around the conference table, if 
the mystery and misunderstanding on 
both sides is to be removed. National 
unity depends on unity within each cog 
of our industrial machine—and the same 
should be true of our financial machine. 

It will be argued that the sole purpose 
of the directors is to represent equity 
capital investment. So they may, with- 
out precluding the privilege of employees 
to have their side heard—and to hear at 
first hand the side of management. It is 
a fair question to ask how much needless 
antagonism, lack of cooperation, ineffic- 
iency and even strike losses could have 
been avoided by taking labor into the 
confidence of the powers that be. Capi- 
tal is nothing more than the savings of 
past labor and is productive only by ap- 
plication of present labor. Why not get 
them in harness? 


Public Relations Begin at Home 


T will be argued by others that shop 
or office workers do not know the fine 
But 


points of management, finance, etc. 
they do know operations, production— 


and the public. And there are plenty of 
directors who know none of these things, 
whose sole lucid moment comes when the 
chips are passed out, or who may be 
more concerned with a contract for their 
own company than with the welfare of 
the stockholders. The _ stock-directors 
would probably gain a far better insight 
to the working affairs if they were cheek- 
by-jowl with the men who produce what 
they have to sell. 


This applies to banking as much as, 
or more than, to commercial or industrial 
companies. Theirs too is a problem of 
training successor management, of pro- 
viding continuity, of “keeping the staff 
informed” to maintain public good-will 
and confidence. Theirs may also some 
day be the problem of collective bargain- 
ing, so why should they not try the best 
form of collective bargaining—continual 
contact on even footing of the board 
meeting? 

The knowledge of problems faced by 
the organization, and the feeling that 
they are truly a part of its management 
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will do more to awaken responsibility, 
promote efficiency and improve customer 
relations and new business than all the 
lectures, house organs and company clam- 
bakes ever conceived or dedicated. In 
these days when executives are acclaim- 
ing democracy for others, it is hypocrit- 
ical to assume dictatorial powers to 
themselves. 


There is room for representative gov- 
ernment in business life just as truly as 
in political, for the former is an all year 
round affair. Employees are more than 
machines, they are essential parts of 
management; they are tomorrow’s lead- 
ers. Why not try Democracy in Business 
and Banking too? 


It’s A Dog’s Life 


N American newspaper reporter in 

London, some years ago, received a 
cable from his editor to go to Berlin to 
interview the “talking dog”? about which 
there was a furore in the German press. 
After enjoying the fat expense account, 
in Montmartre and Unter den Linden, 
the reporter cabled back home: “Inter- 
view with talking dog _ inconclusive. 
Wire more money. Unable ascertain if 
dog talks human or humans talk dog.” 


And when we see thousands of dollars 
set up in trust funds every year to care 
for canines, felines, porcupines, parrots 
and other animalia—in a world where 
human beings are starving, neglected in 
illness, without a roof over their heads 
or a warm shirt on their backs, we too 
wonder whether humans talk human, at 
least in their wills. It is the kind of 
crazy contrast that O. Henry used to 
revel in in relating about civilized life. 


Here we see the trust officer speaking 
of the fiduciary service in awed and 
reverent tones, the lawyer putting on his 
best grave-side manner while drawing 
up the last testament and the whole air 
of morbidity hung over the “council of 
estate” like a shroud. The next minute 
we turn the page of our paper and find 
a photo of a barber running the clippers 
over a Spitz, with a manicurist hard at 
work on the poor dear’s digging digits. 





It is chronicled that a $3,000 (or was it 
$30,000) trust fund has been left for the 
little mongrel’s maintenance. 

We like dogs probably better than the 
next one, but if human beings are so 
utterly selfish, so lacking in love of 
“man’s best friend” or so untrustworthy 
that they could not be direct beneficiar- 
ies, then they are not worthy of being 
trustees. It is hard enough for pro- 
fessional fiduciaries to make ends meet 
in serving human beneficiaries without 
absorbing the cost of small pet fund 
administration. There are well managed 
“pet farms” for those who have no 
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friends or relations to whom to entrust 
Fido or Tabby, or who would have to be 
bribed to do so. 

Our office cat is listening and bristling 
her fur in anger, so we will have to sign 
off. But before pausing for station iden- 
tification, let us enter the plea for state 
laws or rulings to invalidate testamen- 
tary bequests (or living trusts) for the 
animal kingdom, outlaw their rights of 
inheritance in a universe where human 
suffering always abounds, and let the 
sentimentalists find human _ objects 
worthy of their bounty or the care and 
feeding of inherited pets. 


$100 Million in Ten Years 


IKE the well organized team they 

are, the trust companies of Roches- 
ter, New York, have scored another home 
run by telling the story of trusteeship 
in Rochester Commerce for the March 
31st issue of this neat, 16 page regular 
publication of the Chamber of Com- 
merce. The six trust companies of 
Rochester, all with full-time, well estab- 
lished and most ably officered trust de- 
partments, set a new high for effective 
public relations, which would have been 
impossible without full cooperation and 
the excellent reputation enjoyed by each 
company. To our knowledge, this is the 
first instance where a regular publication 
of the Chamber of Commerce has been 
successfully devoted to telling the story 
of a trust business in its community, 
according to the plan originated by 
William Stackel of the Security Trust 
Company, and ably assisted by other con- 
tributions from: 


John Remington, Lincoln-Alliance Bank 
& Trust Company (Chairman of Pub- 
lication Committee) 

Nelson Lengeman, Union Trust Company 

Elliott Gumaer, Rochester Trust & Safe 
Deposit Company 

Thomas Sercu, Central Trust Company 

Robert Tait, Genesee Valley Trust Com- 
pany 


On the inside of the cover, illustrated 
here in miniature, is a message on the 


value of “Your Personal Attorney.” The © 
preface is written by Judge Joseph 
Feeley, Surrogate of Monroe County. 
Following are page articles on “Estate 
Plans,” “Duties of Executor and Trus- 
tee,” “Investment Policies,” “Advan- 
tages of a Trust Company,” “Living 


RUCHESTER'S TEN YEAR TRUST RECORD 


$100,000,000 Increase in Trust Business 
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THE WASHINGTON 
LOAN AND TRUST 
COMPANY 


WASHINGTON, D. C. 


Pioneer Trust Company of the Na- 
tion’s Capital, rendering a world- 
wide fiduciary and financial ser- 
vice. 


Member Federal Reserve System and 
Federal Deposit Insurance Corporation 


— asinine 


Trust Services” and “Insurance Trusts.” 
The back cover face is contributed to the 
life insurance agents for their essential 
work in the creation and planning of 
estates. 


In a center spread is a direct message 
to the citizens of Rochester, a listing of 
the individual and corporate services per- 
formed by each of the signatory trust 
companies, and a graph showing the 
growth of trust department assets in 
Rochester from 36 million dollars in 1920 
to 236 million dollars in 1930 and 336 
millions in 1940. The last ten year 
record is admirable testimony to the 
standing and executive ability of the 
corporate fiduciary in Rochester life. 
An increase of 42% during the depres- 
sion years is a record obviously possible 
only by such cooperation as that signified 
in this latest pioneer venture. While 
this city is unique in having no side-line 
trust departments and in the consistently 
high quality of executive management, 
hundreds of other cities in the United 
States, Mexico, Australia and other cen- 
ters should find this a worthy project in 
conjunction with their local Chamber of 
Commerce. 


Eicher New Chairman of S.E.C. 


Edward Eicher was unanimously elected 
chairman of the Securities and Exchange 
Commission recently to succeed Jerome N. 
Frank, who was appointed to the Federal 
Circuit Court of Appeals for the second cir- 
cuit. President Roosevelt appointed Mr. 
Eicher to the five-man S.E.C. in 1938. He 
is the fifth chairman of S.E.C. since its 
creation in 1934, 
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Corporate Fiduciaries Associations 
Organized in Pennsylvania 


Bankers within a radius of 70 miles of 
Scranton, Pa., met recently and organized 
Group III Corporate Fiduciaries Association 
of Pennsylvania. The Association area 
comprises 66 banks with trust funds total- 
ing $500,000,000, and the purpose of the 
organization is to exchange ideas and con- 
duct principally informal discussions on 
current problems arising in the settlement 
of estates and the administration of trusts. 

Sterling L. Wendell, vice president and 
director of the Wyoming National Bank, 
Wilkes-Barre, was elected president. E. 
Jack Sitgreaves, former Deputy Commis- 
sioner of Banking and now executive vice 
president and trust officer of the Easton 
Trust Company, was elected vice president; 
and L. W.: Korber, assistant trust officer of 
the Scranton Lackawanna Trust Company, 
was elected secretary-treasurer. 

Charles A. Schreyer, vice president and 
trust officer of the West Branch Bank and 
Trust Company of Williamsport was elected 
president of the newly organized Corporate 
Fiduciaries Association of Group IV, Penn- 
sylvania Bankers Association. William H. 
Ressler, vice president and trust officer of 
the Guarantee Trust and Safe Deposit Com- 
pany of Shamokin, was elected vice pres- 
ident, and Malvin F. Gstalder, vice pres- 
ident and trust officer of the First National 
Bank of Williamsport, secretary-treasurer. 


en ee 
Ohio Trust Conference 


Mayo A. Shattuck of the Boston Bar, 
widely known lecturer and writer on fidu- 
ciary subjects, was the main speaker at the 
annual Ohio Trust Conference held at 
Columbus on April 22. Mr. Shattuck’s sub- 
ject was “Trust Principles.” H. E. Chen- 
oweth, counsel of the National City Bank of 
Cleveland, discussed “The Ohio Fiduciaries 
Research Bureau and its Work,” while Ken- 
neth M. Petri, associate counsel of the Ohio 
Bankers Association, spoke on “Current De- 
velopments.” 

A portion of the time was devoted to 
questions and answers dealing with current 
trust problems. Among the problems dis- 
cussed were: legal problems in connection 
with investing funds; treatment of pro- 
ceeds from the sale of unproductive real 
estate and other property; differentiation 
between principal and income; successor 
trustee problems; and co-trustee relation- 
ships. 





Trust Business in Illinois Shows 
Gain Over 1939 


In the 1940 report of the Auditor of 
Public Accounts for the State of Illinois, 
figures on the fiduciary activities of na- 
tional and state banks and trust com- 
panies in the State indicate that in Chi- 
cago, which comprises most of Cook 
County, $3,817,181,031 in trust funds 
were held as compared with $128,606,735 
for the rest of the State. In other words, 
approximately 97% of the trust funds of 
the entire state are concentrated in Chi- 
cago. The total, $3,945,787,767, shows 
a gain over the 1939 figure of $3,908,- 
078,728. 

The following is a comparative list of 
funds in the major fiduciary classifica- 
tions under which banks and trust com- 
panies acted during 1939 and 1940. 

1939 1940 
Trustee Under 

Agreement 
Testamentary 

Trustee 
Custodian 
Depository 
Trustee Under 

Trust Deed 


$721,402,564 $776,119,284 


$559,531,426 
$511,303,287 
$688,851,981 


$654,683,864 
$598,461,616 
$582,274,171 
$525,365,987 $415,907,617 
The following comparative figures are 


listed for resources of the trusts in 1939 
and 1940. 


1939 1940 
$ 174,523,281 $ 167,947,692 
Other Person- 
al Property $3,585,498,215 $3,642,072,574 
Real Estate _$ 148,057,230 $ 135,767,500 


Trust department income increased 
from $3,249,936 in 1939 to $3,369,650 in 
1940, and ranked third among all the in- 
come producing activities of the state 
banks in Illinois. A breakdown of trust 
earnings shows that the bulk of the in- 
crease over 1939 was accounted for by 
banks with resources of over $5,000,000. 
These figures are from another report 
by the Auditor of Public Accounts on the 
operating results of all Illinois state 
banks for 1939 and 1940. 


COMPLETE 
FIDUCIARY 
SERVICE 


for 


NORTHERN NEW ENGLAND 


National Bank of Commerce 
of Portland, Maine 


Illinois Trust Men Meet 


A round table discussion on various 
phases of trust operations, the importance 
of the corporate trustee, and its responsi-- 
bility to the community, featured the annual 
meeting of the Trust Division, Illinois Bank- 
ers Association, held in Bloomington on 
April 17. The discussion was led by Chester 
D. Seftenberg, vice president and trust of- 
ficer, Oak Park Trust & Savings Bank. Hal 
M. Stone, local attorney, addressed the 
group on “The Law Concerning Trusts and 
Their Operation.” 


The report of the Legislative Committee 
is noted on page 435 of this issue; that of 
the Committee on Public Relations and Edu- 
cation, on page 380. Other reports, not 
available at this writing, were: Insurance, 
by John Sunde, trust officer, Pioneer Trust 
& Savings Bank, Chicago; Records and Ac- 
counting, by F. C. Mayne, Jr., trust officer, 
Central National Bank & Trust Co., Peoria; 
and Howell W. Kitchell, vice president, Con- 
tinental Illinois National Bank and Trust 
Co., Chicago. 


Mr. Seftenberg was elected president of 
the Trust Division for the ensuing year, 
succeeding M. B. Stine, trust officer, First 
National Bank of Danville. Latham T. 
Souther, trust officer, The First National 
Bank of Springfield, was chosen vice pres- 
ident, and Harry C. Hausman was re-elect- 
ed secretary. Mr. Sunde was appointed to 
the Executive Committee for three years, 
and M. F. Cline, trust officer, First Gales- 
burg National Bank & Trust Co., was desig- 
nated to fill Mr. Souther’s unexpired term 
of two years. 
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Guaranty Trust Company of New York 


140 Broadway 
Fifth Ave. at 44th St. Madison Ave. at 60th St. 
LONDON VICHY PARIS BRUSSELS LIVERPOOL 


Condensed Statement of Condition, March 31, 1941 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and 

Due from Banks and Bankers $ 1,189,462,206.88 
U. S. Government Obligations 1,104,851,360.50 
Public Securities 46,704,096.59 
Stock of the Federal Reserve Bank 7,800,000.00 
Other Securities and Obligations 21,052,065.58 
Loans and Bills Purchased 416,658,974.49 
Credits Granted on Acceptances 4,626,485.63 
Items in Transit with Foreign Branches and Net 

Difference in Balances Between Various Offices 

Due to Different Statement Dates of Some 

Foreign Branches 33,655.16 
Accrued Interest and Accounts Receivable 8,455,693.96 
Real Estate Bonds and Mortgages 1,765,691.46 


2,801,410,230.25 
Bank Buildings 11,176,232.19 
Other Real Estate 1,343,722.34 





Total Resources $ 2,813,930,184.78 





LIABILITIES 


Deposits $2,490,277,182.29 
Checks Outstanding 29,894,871.31 


$ 2,520,172,053.60 
Acceptances 12,493,314.86 
Less: Own Acceptances Held for Investment 7,866,829.23 


4,626,485.63 
Liability as Endorser on Acceptances and 

Foreign Bills 98,237.00 
Dividend Payable April 1, 1941 2,700,000.00 
Miscellaneous Accounts Payable, Accrued Taxes, ete. -........... 9,097,354.51 
2,536,694,130.74 

90,000,000.00 

Surplus Fund 170,000,000.00 

Undivided Profits 17,236,054.04 


Total Capital Funds 277,236,054.04 
Total Liabilities $ 2,813,930,184.78 


Securities carried at $19,812,476.92 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public menies as required by law, and for other purposes. 


This Statement includes the assets and liabilities ef Londen and Liverpool Branches 


as of March 31, 1941; Brussels Branch as of February 28, 1941; Vichy, Paris, and Havre 
Branches as of February 15, 1941. 


Member Federal Deposit Insurance Corporation 
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Development of Common Trust Funds 


in the United States 


Establishment and Public Relations Approach 


OMMON trust funds first attracted 
national attention in 1936 when a 
Federal court* held that such funds were 
taxable as corporations, thus resulting 
in a tax on the income of the fund as 
well as on income distributions to the 
participating trusts. This unfavorable 
situation was remedied by the enact- 
ment in the same year of an amendment 
to Section 169 of the Revenue Act, which 
exempted from taxation as a corporation 
common trust funds maintained “in con- 
formity with the rules and regulations 
of the Board of Governors of the Fed- 
eral Reserve System pertaining to the 
collective investment of trust funds by 
national banks.” 


In December, 1937, the Federal Re- 
serve Board promulgated Section 17 of 
Regulation F which, so far as is material 
here, provides that “Funds received or 
held by a national bank as fiduciary may 
be invested collectively in any Common 
Trust Fund established and maintained 
in accordance with the provisions of this 
section whenever the laws of the State 
in which the national bank is located 
authorize or permit such investments 
(italics supplied) by State banks, trust 
companies, or other corporations which 
compete with national banks.” While 
Section 17 in terms applies only to na- 


*Brooklyn Trust Co. v. Commr., 80 F. (2d) 865. 


tional banks, all trust institutions are 
obliged to comply with its provisions in 
order to obtain the tax benefits accorded 
by the Revenue Act. 


This study is the result of a survey 
conducted by Trusts and Estates to 
determine to what extent trust institu- 
tions throughout the United States have 
established or contemplate creation of 
common trust funds, under such State 
legislation as exists in their respective 
jurisdictions, and what they are doing 
in the way of bringing this facility for 
investment to the attention of the public. 


Status of Local Law 


P to this writing, common trust fund 

enabling legislation had been en- 
acted in Arizona, Delaware, Indiana, 
Kentucky, Louisiana, Minnesota, New 
York, North Carolina, Pennsylvania, 
South Dakota, and Vermont. In addi- 
tion, there are statutes in Ohio, Oregon, 
and Tennessee which might be inter- 
preted to authorize such funds. Mea- 
sures are being considered in Connecti- 
cut, Massachusetts, New Hampshire, and 
Utah, among others. 


The various laws differ appreciably. 
They range from extreme simplicity to 
rigid detail. The Uniform Common 
Trust Fund Statute, promulgated in 
1939 by the National Conference of 
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Commissioners on Uniform State Laws 
and adopted substantially by Arizona, 
North Carolina, and South Dakota, is 
deemed by trust men to be too simple 
to be practicable. On the other extreme, 
the New York statute, together with the 
regulations of the State Banking Depart- 
ment, is so complicated as to make the 
expense of compliance almost prohibi- 
tive. 

For some time, the Committee on Com- 
mon Trust Funds of the Trust Division, 
American Bankers Association, contem- 
plated preparing a model statute, but 
among the obstacles it has encountered 
are the diversities in State law and ad- 
ministrative practices. It seems to be 
the consensus of trust men that the 
Pennsylvania statute is the nearest ap- 
proach to the happy medium. 


Developments in Establishment 


RIZONA: Since adoption of the 

Uniform Common Trust Fund Sta- 
tute was accomplished only in March of 
this year, no developments as to creation 
of any funds have been reported. 


Delaware: Equitable Trust Company 
of Wilmington was one of the pioneers 
in the development of the common trust 
fund, having established one as far back 
as 1930, and was the first to operate a 
fund under the new regulations. While 
the Equitable shares the general feeling, 
among institutions which are operating 
commingled funds, that publicizing the 
funds per se for promotional purposes 
might attract accounts not of a truly 
fiduciary nature, and thus, by virtue of 
Section 17 (a) of Regulation F, mean 
loss of the tax advantage, the bank has 
since 1937 published three advertise- 
ments and a leaflet describing its funds. 
One of the advertisements, as it appear- 
ed recently in local newspapers, showed 
a basket of eggs, with the caption 
“Wanted: More Baskets!”, and contin- 
ued: 


“Trust funds need diversification. 
Here, at the Equitable, where more 
than 3,000 estates and trusts have 
been administered, experienced trust 
men constantly keep that principle be- 
fore them. , 












TRUSTS and ESTATES—April 1941 





“But thoughful men and women 
ask: ‘How can you apply this prin- 
ciple to the employment of funds in 
medium-sized trust accounts?’ The 
Equitable pioneered in seeking a sol- 
ution to that problem. Today, Equit- 
able Fund ‘A’ and Equitable Fund 
‘C’ provide us with two methods by 
which even a trust of a few thousand 
doilars, in our care, and subject to 
our discretionary powers of invest- 
ment, may be broadly diversified. 

“Our officers will be glad to outline, 
to you and your attorney, the ways in 
which Fund ‘A’ and Fund ‘C’ operate, 
as well as the safeguards and limita- 
tions surrounding them.” 


Fund ‘A’, established in 1930, does not 
qualify under Regulation F. Fund ‘C’ 
is of the statutory type, investments 
being limited to “legals” under Delaware 
law. 


Indiana: There has been considerable 
discussion about the common trust fund 
here, but no bank has as yet established 
one, the general feeling, on the part of 
those who have given the matter thought, 
being that they are too small to operate 
a fund efficiently. 


Kentucky: The common fund has not 
come into general use in this State, be- 
ing employed only for the purpose of 
investing small balances in mortgage 
notes. Local opinion is that, while the 
State law is practical, the Federal limi- 
tations hinder development of the device. 
The feeling is that tax exemption should 
depend on compliance only with the 
State law. 


Louisiana: No word has been received 
that any institution has set up a com- 
mingled fund or contemplates doing so. 


Minnesota: The First Trust Company 
of Saint Paul, sole possessor of common 
trust funds in the State since 1932, has 
never attempted any advertising cam- 
paign, not even before the Federal regu- 
lations. Of course, material of an ex- 
planatory nature has been made avail- 
able to the public from time to time, 
but the trust company regards its funds 
as tools to help it render a better service 
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to trust accounts, rather than as a means 
of selling the public on the trust device 
in situations where it would not other- 
wise be suitable. 


The company has two funds: Trust 
Plan A, under which investments may 
be made in “non-legal” interest bearing 
securities as well as in “legals,” and 
Trust Plan B, under which investments 
are confined to “legals.” An annual 
summary of the results of operation is 
sent to all beneficiaries of participating 
accounts, who may obtain a copy of the 
auditor’s report on request. 


It is interesting to note that the dis- 
cretionary fund itself does not permit 
investment in common stocks. The rea- 
son for this is probably as follows: “We 
are treading on new ground. Shares can 
be bought in smaller units than bonds or 
mortgages. Diversification is more eas- 
ily possible. The need for fractional 
holdings is less, the dangers are greater. 
An unfortunate experience here might 
bring the entire plan into disrepute. So 
at the outset we suggest use of a plan 
which calls for securities promising a 
certain income.”* 


New York: No funds have been 
established since the Federal regulations 
went into effect because, as indicated 
above, the State law is not wholly satis- 
factory. A decade or more ago, City 
Bank Farmers Trust Company, Brook- 
lyn Trust Company, and Guaranty Trust 
Company had set up commingled funds, 
followed by the Underwriters Trust Com- 
pany, but none of these conformed to 
the statutory requirements. 


North Carolina: Early this year, 
Wachovia Bank and Trust Company of 
Winston-Salem adopted a common trust 
fund plan. No public relations program 
has yet been worked out, but the plan 
has been published and a descriptive 
booklet prepared. 


Remarkable Expansion in Pennsylvania 


ENNSLYVANIA: Operating under 
what is probably the most enlight- 
ened of common fund enabling legisla- 


*L. S. Headley, vice pres., First Trust Co. of 


St. Paul, in Trust Companies Magazine, 
1936, page 545. 


Nov. 


EXPERIENCE 


HE FIRST trust advertising pre- 
pared by Purse was used 29 
years ago. Since then, banks and 


trust companies in every state—in Canada, 
Bermuda, Hawaii—have used Purse service. 


That valuable experience, plus 
continuous study of new factors in the de- 
velopment of trust business, is the firm 
foundation on which The Purse Company 
builds today’s trust advertising and new- 
business programs. 


Well-to-do persons’ increasing 
interest in tax economy, in estate conserva- 
tion, is steadily broadening your opportu- 
nity to secure trust business. Invite our 
suggestions, without obligation. 


THE COMPANY 
Headquarters for Trust Advertising 
CHATTANOOGA, TENNESSEE 
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tion, trust institutions which have estab- 
lished such funds here have already ex- 
perienced success in their operation, 
both in income yield and in economies.* 

First to set up funds under the State 
law, Girard Trust Company of Philadel- 
phia began operation of two trusts on 
December 1, 1939, one known as Diver- 
sified Trust Fund A, for trusts with full 
investment authority, the other, Statu- 
tory Trust Fund B, for trusts restricted 
to legal investments. Booklets describ- 
ing these plans have been published for 
informative rather than promotional 
purposes. 

In June, 1940, Peoples-Pittsburgh 
Trust Company created a common trust 
fund of the discretionary type. An an- 
nouncement was published in the local 
press at the time, resulting in consider- 
able inquiry. Additional publicity is 
contemplated for the near future. 

The Pennsylvania Company for Insur- 
ances on Lives and Granting Annuities, 
also of Philadelphia, placed an advertise- 
ment in the local newspapers at the time 
it announced the establishment of its 
fund in July, 1940. This was followed 
with issuance of a booklet containing 
questions and answers about the plan. 

The text of the announcement: 


We announce the inauguration of a 


DISCRETIONARY 
COMMON TRUST FUND 


This new Fund of The Pennsylvania 
Company is established under the reg- 
ulations of the Board of Governors of 
the Federal Reserve System and the 
laws of the Commonwealth of Pennsyl- 
vania. The Fund will be invested 
solely in carefully selected Bonds, Pre- 
ferred Stocks and Common Stocks of 
readily marketable character. 

We believe this Fund will prove par- 
ticularly suitable for Trusts and Es- 
tates of moderate size, including Life 
Insurance Trusts, by providing wide 
diversification of risk with reasonable 
income return. 

Under Federal and State regulations 
participation in the Fund is limited to 
not more than $25,000 in any one Trust 
account. It is available only to bona 
fide Trusts created with this Company 


*See detailed report in Feb. 1941 Trusts and 
Estates 175 et seq. 


TRUSTS and ESTATES—April 1941 


as Trustee, and is not a medium of in- 
vestment for ordinary purposes. 
Detailed information regarding the 
Fund will gladly be furnished at our 
Head Office or any of our branches. 


Subsequently, and for the past six 
months, the Company has been running 
a series of advertisements in the publica- 
tion of the local life underwriters asso- 
ciation. 

In August, 1940, Fidelity-Philadelphia 
Trust Company established a discretion- 
ary common trust fund, because most of 
its smaller accounts were “non-legal,” 
and moreover it was felt that a “legal” 
fund would not be advantageous in view 
of the high prices of eligible securities. 
In addition to a descriptive folder offer- 
ing to send the full text of the plan, the 
fund has been mentioned in newspaper 
advertising on the advantages of group 
judgment. 

Another Philadelphia institution, 
Provident Trust Company, announced 
the establishment of a commingled fund 
last Fall. Like most of the funds, it is 
discretionary. An advertisement, simi- 
lar to that of The Pennsylvania Com- 
pany, was run in the newspapers at the 
time the plan was adopted. Copies of the 
plan, accompanied by an explanatory let- 
ter, were distributed to those persons 
who requested them, and to a select list 
of attorneys, underwriters, brokers, and 
existing trust customers. 


In December, 1940, Germantown 
Trust Company, likewise of Philadelphia, 
instituted a common trust fund. Ques- 
tions of advertising had not been decided 
at the time of this writing. 

The latest to join the ranks in this 
State is Scranton Lackawanna Trust 
Company, of Scranton, which recently 
placed in operation Statutory Fund A, 
limited to accounts in which the trustee 
has broad investment powers. A number 
of active accounts have been transferred 
into the Fund and until there is some 
experience with operation problems over 
one or two quarterly periods, there will 
be no public announcement. The thought 
is to let the satisfied customer do the 
advertising, in guarding against too 
much enthusiasm and the possibility of 
over-statement. 





Covers Every Form of Trust 
— and Always Up-to-Date 


Bogert on Trusts 


Expressed — Implied — Constructive — Charitable 


Investment — Business — Voting — Financing 


Spendthrift — Real Property 


1941 Cumulative Pocket Part Service 


now in preparation 


Write for full details to 


WEST PUBLISHING CO. or 


St. Paul, Minn. 


South Dakota: Since adoption of the 
Uniform Common Trust Fund Statute 
was accomplished only in March of this 
year, no developments as to creation of 
any funds have been reported. 


Vermont: In view of the very satis- 
factory results, both in costs and earn- 
ings, experienced by Proctor Trust Com- 
pany, of Proctor, in the operation of its 
Associated Trust Fund, it is surprising 
that no other institutions in the State 
have taken advantage of the enabling 
legislation which was enacted as far back 
as 1933. The fund, whose creation led 
to the legislation, has averaged 412% 
over a considerable period, and losses 
have been virtually non-existent. There 
is a definite policy against advertising 
because of danger of the fund’s being 
classed as a mutual investment trust. 


Where Indefinite or No Legislation 


SURVEY of the three States whose 
statutes might be construed as auth- 


VERNON LAW BOOK CO. 
Kansas City, Mo. 


orizing common trust funds revealed 
that no such funds have been established. 
In Ohio, several court decisions have 
discouraged their growth; while in Ore- 
gon and Tennessee the tool is not looked 
upon with any particular favor. 

In California, First National Trust 
and Savings Bank, of San Diego, is mov- 
ing ahead with plans to establish a com- 
mon fund despite the fact that no en- 
abling legislation has been enacted. The 
bank feels that a “Contract Fund,” such 
as is scheduled to be put in operation 
shortly, does not require the sanction of 
legislation. Counsel have advised that 
trust funds may properly be invested in 
a commingled fund if the will or trust 
agreement creating the participating 
trust gives the trustee unlimited invest- 
ment discretion. 

As a result of successful test litiga-° 
tion in Missouri, in St. Louis Union 
Trust Company v. Toberman,* the way 


*140 S. W. (2d) 68 (1940). 
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COMPLETE TRUST SERVICE IN GEORGIA 
through ten offices in six cities 


2) THE CITIZENS & SOUTHERN NATIONAL BANK 


is paved for the establishment of a com- 
mon trust fund, notwithstanding the 
absence of permissive legislation. The 
Court, in the Toberman case, held that 
the local law did not prohibit collective 
investment by a trustee with full invest- 
ment power. 


HUS it will be seen that in only one 

State—Pennsylvania—has the com- 
mon trust fund device been adopted by 
more than one institution. Perhaps the 
reason for this lies in the comment of 
a keen trust observer on the Pacific 
Coast. In substance, he stated that the 
apathetic attitude toward the common 
fund is probably due to the reluctance 
to undertake the study and research nec- 
essary to determine its possibilities. 

It would seem, from the experience in 
Pennsylvania at any rate, that here is 
a most useful tool for the administra- 
tion of the smaller trust. In prepara- 
tion for the ever increasing number of 
such accounts, and for the end of the 
day of large estates, it behooves trust 
men to consider the advisability of spon- 
soring new (or, if desirable, amenda- 
tory) legislation permitting the estab- 
lishment of common trust funds. And, 
in any study of the subject, excellent 
guidance can be obtained from the A.B. 
A. Handbook on Common Trust Funds. 


Trust Research Week in Florida 


Florida has just had its Trust Research 
Week. Under the leadership of Gilbert T. 
Stephenson, director of the Trust Research 
Department of the American Bankers As- 
sociation, meetings were held in Fort Lau- 
derdale, Miami, Miami Beach, Palm Beach 
and West Palm Beach in cooperation with 
American Institute of Banking chapters, 
members of the Graduate School of Bank- 
ing, the Greater Miami Clearing Associa- 
tion and other groups interested in the 
problems of trust research. 


Trust Speakers’ Bureau 


A systematic program of public rela- 
tions is being undertaken by California 
trust institutions. A plan has been sub- 
mitted for the establishment of a speak- 
ers’ bureau to be sponsored by the Trust 
Division of the California Bankers 
Association, with whose public relations 
committee the bureau would function 
closely. Speakers will address special 
groups such as law schools, upper class 
university and college groups, and cer- 
tain business college classes; also adult 
organizations, including service clubs, 
women’s clubs and trade associations. 

Report of the plan was filed with the 
Executive Committee of the Trust Divi- 
sion by Laurence Tharp, chairman of 
the Division’s new Public Relations 
Committee, and trust officer of the Anglo- 
California National Bank of San Fran- 
cisco. “If one assumes,” says Mr. Tharp, 
“that the trust business suffers more 
from the fact that it is not well known 
by the public than from a bad reputa- 
tion, it is submitted that there is no 
remedy so effective as continued and 
varied speeches throughout the years on 
the subject of trust institutions and the 
services which they can render a com- 
munity.” 

According to the plan, three key rep- 
resentatives will be appointed in each of 
three cities, Los Angeles, San Francisco 
and Oakland, and one each in San Diego, 
Sacramento, Santa Barbara, San Jose, 
and Stockton. It is the duty of these 
ment to contact and arrange for speak- 
ers, and to act as clearing houses for 
trust public relations activity. 

It is also proposed that a library of 
speeches be developed, revolving around 
two fundamental themes: that trust 
companies fulfill a vital community need 
and that trust companies complement 
and do not compete with the Bar. 





Selling the Trust Department to the Bank 


Making Friends and Influencing Trust Business 


FRANK H. SCHMIDT 
Vice President and Trust Officer of the California Trust Company, Los Angeles 


UR institution is a separate corpor- 

ation organized solely for the pur- 
pose of rendering fiduciary services. We 
have about 110 employees. Our stock 
is owned by the California Bank, which 
operates 51 branch offices and has a staff 
of approximately 800 people. We have, 
therefore, quite a bit of ground to cover 
in selling our trust services. 

The trust business all over the country 
is pretty much the same. We seem to 
have the same problems, the same short- 
comings. Those who have carefully 
studied the Roper Survey know that 
Trust Departments have been pretty 
much in the dog house the last few years, 
not only with the public at large, but too 
often with their own bank. Too many 
times we find that a Trust Department 
is considered as a step-child or, worse 
still, as an unwanted child. Too often 
the Trust Department is shown on the 
published statement as an after-thought 
or tucked away on the back cover with 
the Trust Officer’s name following all 
the rest. Perhaps we are to blame. 
Perhaps we haven’t done a good job of 
selling. What we need is a dual-person- 
ality; a trust officer who is introvert in 
discharging his duties, but extrovert in 
all his public relations !* 


Lack of Information 
Several weeks ago a speaker said this: 


“Recently, important people in this 
city have made critical remarks to me 
about certain departments and depart- 
ment managers. These criticisms have 
come largely because the critics them- 


Excerpts from address at meeting of the Corpo- 
rate Fiduciaries Association of St. Louis, on Febru- 
ary 10, 1941. 

*As examples of introverts, Mr. Schmidt men- 
tioned Einstein, the Duke of Windsor, Cordell 
Hull, Chief Justice Hughes, Calvin Coolidge, Leo- 
pold Stokowski, Col. Lindbergh. As _ extroverts, 
Franklin Roosevelt, Theodore Roosevelt, Sr., 
Marshall Goering, Mickey Rooney, Will Rogers, 
Douglas Fairbanks, Al Smith. 
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selves have not known what these depart- 
ments were doing and they did not know 
what was being done because they were 
taking no part in the work.” 


I think that statement applies with 
equal force to the trust business. Most 
of the criticisms levelled at us are based 
upon either partial or complete ignor- 
ance of the facts or misinformation. 
Too often we are disposed to consider 
our critics as enemies. I think it was 
Lincoln who said he destroyed his 
enemies by making them his friends! 


To correct the misunderstandings and 
the lack of information in the minds of 
our critics, we must have a plan. There 
are a number of plans which can be fol- 
lowed, such as a formal educational plan 
with set speeches and lectures running 
for a specified period of time and taking 
place at a given hour. That plan will 
work with the members of your own 
staffs because their bread and butter is 
at stake, but it won’t work with the bank 
crowd and certainly not with your direc- 
tors. The plan, in order to work, must 
be one which will convince your banking 
associates that trust service is a benefit 
to their customers. They must apprec- 
iate that in those cases where trust ser- 
vice is needed, they are doing the cus- 
tomers a real favor in bringing to their 
attention a device which will solve many 
of their family problems. Let’s call the 
plan that we are going to use the “Drip- 
ping Water on the Rock” method. 


Mix with Bankers 


Too many bank officers say that Trust 
Officers commune together, that when one 
Trust Officer starts out to lunch he picks 
up another Trust Officer to go with him. 
Occasionally that’s necessary to dispose 
of a pressing problem, but more often 
it isn’t. You can’t enlarge your trust 
business by talking to each other about 
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it. You can’t learn anything new from 
someone who always agrees with you, 
and Trust Officers who have travelled 
the same straight and narrow road in 
the same shop with you for several years 
agree with you most of the time. Go 
to lunch with a bank man; ask him what 
he thinks about this problem or that. 
You may get a pretty sensible answer. 
It may not always be legal, but I’ll bet 
it will be wrapped up in a blanket of 
horse sense. It’s the beginning of The 
Drip, Drip, Drip! 


Don’t confine yourself to the same bank 
man. Cultivate more and more of them. 
Make them your friends. You’ll find that 
your friends aren’t nearly as critical of 
your mistakes as strangers are. And 
here’s a tip—if your Trust Department 
has made a serious mistake, see that 
you tell about it first, don’t wait until 
some outside source has garbled it. 
But don’t try to do all this contact work 
by yourself. Building up a trust busi- 
ness takes every trust man, every bank 
man, every director, and a few more 
besides. Let me quote: 


Two-Part Job 


“The job of a department head divides 
itself into two parts, and the first must 
never become second: 


“First: He must seek to organize the 
talents and energies, that is, the human 
resources, of our membership to volun- 
tary action on behalf of the community. 
In that group are more brains and more 
potential influence than any dozen or 
fifty staff organizations can provide or 
ever have provided. Not to organize but 
to do by yourself what ought to be a 
committee assignment is to take the easy 
and, in reality, the lazy way. It deprives 
this community of wisdom and action 
which the most competent and egotistical 
among us should never admit we can 
supply. 


“Second: Each of us must become as 
proficient technicians as we possibly can 
in the endeavor we are asked to under- 
take.” 


If you can inspire every one of your 
officers, department heads, and employ- 
ees to take on this job, you’ll get big 
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results. It won’t be a Drip, Drip then, 
it will be a downpour. 


All too often the ranks of a trust com- 
pany are closed. The procedure is al- 
most as rigid as an Army manual. 
Everything runs through a funnel and 
only the few who sit at the small end of 
the funnel are doing this very important 
contact work. “Emerson’s Better Mouse- 
trap theory,” says Read, “may be sound, 
but it’s too slow for our purpose. We 
must do some rapid selling of our cause 
and our identity with it. Otherwise the 
mice of community destruction will be 
so numerous that any mousetraps we 
may devise will be useless.” Doesn’t 
that fit our case? 


Get Down to the Bank 


A second important step is for your 
principal Trust Officers and department 
heads to be seen frequently in the bank 
quarters. Make it a point to go down 
to the Banking Department at least once 
a week and oftener if possible. After 
a while you will pick up trust leads that 
you never got before. Arrange to have 
a bank officer telephone to you either 
through his secretary or some assistant 
when an important bank customer is at 
his desk. Then if you should just hap- 
pen to pass by, the bank officer can very 
easily hail you and say to the customer, 
“Mr. Brown, here is one of our execu- 
tives you ought to know.” That gives 
you your first point of contact but what 
is more important, it makes it easy for 
the Bank Officer to help you. 


Please don’t think that only the bank 
officials can help you. Oftimes the tell- 
ers and bookkeepers, the new accounts, 
collection, and safe deposit departments 
can help you much more. We are trying 
a plan under which we invite not more 
than six of the rank and file employees 
of the banking department at a time to 
come up to the trust department for half 
an hour’s visit late in the day. One of 
our senior officers talks with them in his 
office for not over ten minutes and then 
takes them on a tour through the entire 
trust department, explaining very briefly 
the activities of the various divisions. 
The majority of these people know very 
little, if anything, about trust work, and 





they are really flattered to have you take 
the necessary time to explain even the 
most elementary principles of your work. 

After having laid that kind of founda- 
tion, you’ll get much better cooperation 
in the distribution of leaflets and other 
advertising matter at your tellers’ win- 
dows, at the new accounts department, 
etc. Not only that, when you ask for a 
list of prospects to be made up from the 
bank’s books, you’ll get better results. 
Just a few weeks ago I talked with a 
group of five bank employees, and within 
a week’s time a savings teller brought 
to my desk a widow whose husband had 
just died. We should have been named 
under his will, but no one had even 
thought to broach the matter while he 
lived. An excellent contact has now been 
made, and we are to be named in the 
widow’s own will covering an estate of 
over $200,000. 

Be generous, even lavish, in your 
praise for the help you receive. See that 
a letter of thanks signed by one of your 
executive officers is sent to the officer or 
employee of the bank who sends you a 
trust prospect, and the next time you 
see the individual thank him personally. 
A copy of that letter should also be sent 
to your personnel officer to be filed with 
the personnel records. 


Tell the Story 


Tell the bank officers and members of 
the Board of Directors about the good 
job which you have done for a particular 
account. It has a remarkably good 
effect. Of course, individual names must 
be kept confidential. 


The public generally and most bank 
officers still think that trust funds suf- 
fered from mortgage investments and 
from participating certificates. Find 
out what your own record has been; if 
good, tell about it. We made such an 
analysis in our own company, and al- 
though the cost was considerable, it was 
worth it. We were able to report that 
in only one Trust was there any sub- 
stantial loss. 

See that your bank directors know 
about any new advertising material you 
may prepare. Send a copy of every 
pamphlet or booklet to the home of each 


Custody accounts at the Equit- 
able are proving extremely 
useful to corporations and 


individuals in many States. 


Soktiny.W:78- 
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bank director, accompanied by a letter 
from the President of your Bank. If 
that isn’t feasible, see that a copy of the 
booklet is placed on the table before each 
director at the next directors’ meeting. . 
In our own case, not a directors’ meeting 
goes by without some mention being 
made of new business. If we close an 
interesting case, we tell about it. It is 
a slow procedure—the steady Drip, Drip, 
Drip on the rocks—but it is beginning 
to pay dividends. 

Another complaint from the banking 
department all too often is that we are 
too technical. The thing we need to do 
is to make the bank officers think that 
we aren’t technical. Never say “It can’t 
be done” or “You can’t do it that way.” 
Instead say, “Yes, I think we can work 
it out with a few minor changes.” Never 
say, “There ought to be a spendthrift 
clause” or “That’s a restraint on aliena- 
tion.” The use of technical language 
with a layman, even a banker, is in the 
British way of putting it—“Chucking 
your weight about.” If you are asked 
by a bank officer whether a certain thing 
can be done, in the presence of one of his 
customers, say that you feel it can be 
worked out; that there may be one or 
two problems to get around, but that it 
can be done. When you get to the prob- 
lems, the customer will solve most of 
them himself! 


Other Hints 


I believe that in a bank having its 
own Trust Department the top trust man 
should either be a member of the bank’s 





Trust service 
reflecting over 50 


years’ experience 


BILITY to handle the complexities 
of estate management in the light 
of current conditions stems largely 
from past experience. A wealth of such 
experience has been gained by The 
Northern Trust Company. In the half 
century of its existence, this institution 
has gone through the complicated pro- 
cedure of estate probate hundreds and 
hundreds of times. Each of its trust 
officers is seasoned in the broad phases 
of trust management. No single judg- 
ment prevails. Every estate in the care 
of this bank receives the combined judg- 
ment and experience of many specialists 
in meeting its problems. This company 
serves in all fiduciary capacities. 


THE 
NORTHERN [RUST 
COMPANY 


FIFTY SOUTH LA SALLE STREET 
CHICAGO 
Member Federal Deposit Insurance Corporation 
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Board of Directors or should regularly 
attend those meetings. 

Another suggestion. If you haven’t 
read Dale Carnegie’s “How to Win 
Friends and Influence People” get a copy 
of it and read it. The paper-bound vol- 
ume in full text can be had for 25c a 
copy. After you have read it, you’ll 
want every employee to have a copy. 

Community activity is sorely needed 
from our trust men. Get into the Cham- 
ber of Commerce work, the Community 
Chest, the lodges, churches, social clubs, 
anything, anywhere, but get in where 
there are people. Get interested in other 
people, mix with them, make new friends. 
That’s the only thing that will make you 
grow. 

If a dispute arises with a customer on 
some matter in which a bank officer is 
or may become involved, be sure to do 
your part if concession is necessary. 

Invite your bank President and other 
top bank officers to attend your fiduciary 
meetings. Make it a point to have a 
top man present every time. They will 
learn to like you—when they know you. 

At the bottom of every operating bull- 
etin or instruction issued by the Cash- 
ier’s Office of California Bank there ap- 
pears a brief trust message. This bulle- 
tin goes to every officer and department 
head in the head office and the 51 branch- 
es of California Bank.* 

Many trust men have said that there 
just isn’t enough time to do all these 
things. But if you want a thing well 
done, get a busy man to do it. Elbert 
Hubbard also wrote a creed which I 
believe every Trust Officer might well 
adopt as his own: 

“I wish to be simple, honest, frank, 
natural, clean in mind and body, unaffect- 
ed—ready to say ‘I do not know,’ if so 
it be, to meet all men on an absolute 
equality—to face an obstacle and meet 
every difficulty unabashed and unafraid 
—to cultivate the hospitable mind and 
the receptive heart.” 

*E.G. California Trust Company will 

gladly assist in preparing a proper estate 

plan in order to take advantage of tax 
saving features, and to effect a flexible, 
workable program. Although anyone 

may draw his own will the services of a 

competent attorney are always recom- 

mended. 





New Business Column 


Spring Practice 


T this season of the year the adver- 

tising programs of most consistent 
trust company advertisers are running 
smoothly in their stride. The budget, 
the 1941 campaign theme, and (if you 
are a real advertiser) the sequence of 
individual advertisements were all O. 
K.’ed months ago; the struggle over the 
1942 budget is still a good five or six 
months away . . and spring, that 
naughty wench, is here, with her usual 
smooth line of perfumed whispers about 
a new way to get rid of that slice, or a 
new lure for the big fellow that carried 
off your pet leader last summer, in the 
eddy just below that big rock. 

Unfortunately, maintaining a steady, 
life-sustaining flow of new business 
into a trust department is a job for 
twelve months, at least fifty weeks, or 
it isn’t a job at all. And there is a 
job for you to do right now on your 
advertising policy, plan and program; 
a job for which this is . . . precisely 
because the old budget and program 
struggle is out of the way and the new 
one still some distance ahead .. . the 
ideal season. 

That job is the supremely important 
one of thinking about not only your ad- 
vertising problem but your new business 
problem as a whole. And... if you 
haven’t already done so... this is also 
the accepted time and season for get- 
ting your boss to join you in that job. 
Later on, both you and he will be too 
immersed in details and in too much of 
a hurry to get anything decided. 

Comparison of trust work with a foot- 
ball game is not a particular novel 
figure of speech (remember “Estate U. 
vs. Hazard College?’’); but there’s one 
basis for that comparison that may not 
have occurred to you. When, do you 
think, does every really competent foot- 
ball coach actually build his team? In 
the fall? Oh no; he’ll be too busy then 
playing through his schedule. If he 
doesn’t come up to September with his 
team pretty well “set,” by November 
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the alumni (directors to you) will be 
howling for his scalp. So he builds his 
team during spring practice. 


* * * 


HAT is especially true in seasons 

when there have been radical 
changes in the rules. And isn’t that 
true of trust promotion—or, at the very 
least, trust public relations today? War 
and world revolution, and the hazardous 
course to which perforce our nation is 
thereby committed, have changed all 
the rules of all the games, and ours is 
no exception. 


There are three points about this 
business of thinking through, afresh, 
your new business problem that seem 
important to us. First, how often do 
you review the entire job? (Many a 
program has been ruined by being re- 
viewed too often. Everybody laughs 
when children plant flower seeds on 
Friday, and dig them up Saturday to 
see if they’ve sprouted yet. But nobody 
expects children to know better. A new 
business program that’s constantly 
fussed with is very little, if any, better 
than no program at all.) 


The second is closely related to the 
first: how thorough is your review when 
you make it? There is a tendency for 
those two to be inversely related; the 
people who are constantly fussing over 
their advertising plans and their call 
schedules are least likely to give real 
consideration to the fundamentals on 
which both ought to be founded. But 
is only an annual review enough, in a 
world that changes as fast as this one? 
Certainly your spring study, that we’re 
talking about right now, should be the 
most thorough-going and far-reaching 
of all. But an increasing number of 
commercial advertisers are adopting 
quarterly review and adjustment of the 
advertising program; and it seems to 
us a practice well worth trust men’s 
consideration. 





MAYTIME IS PLAYTIME 


So come down for a gloriously gay time 
at “The Skyscraper by the Sea”! Bicycles, 
saddle horses, golf—and your choice of 
three ocean decks for relaxing in the sun. 
400 beautiful outside rooms with tub and 
shower, fresh and sea water. Famous 
Health Baths. Music every day in the 
Mayfair Lounge. European Plan. 


Select Clientele 


Hotel Claridge 


ATLANTIC CITY 


GeraLp R. TRIMBLE 
General Manager 
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And third, and to our minds most im- 
portant of all: in what spirit do you sit 
down to go over everything you have 
done, are now doing and are planning 
to do, to get more good business for the 
trust department? 

Surprisingly few people anywhere 
(trust men are not peculiar in this) at 
all realize the extent to which their 
fundamental attitude toward the job 
they are on, reveals itself in the work 
they do. If your attitude toward your 
new-business effort is half-hearted and 
perfunctory, your advertising will be 
half-hearted and perfunctory, no matter 
how hard you labor (or your agency 
labors) to disguise the fact. If you are 
gloomy about the prospects of the trust 
business, or the country, or the world 
at large, you’d be better advised frank- 
ly to confess your gloom, and argue 
from it that an intelligent pessimist is 
a good man to have taking care of other 
peoples’ money. For otherwise your 
prospects, reading your advertising, 
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will know only that there’s something 
wrong about it. Not one in a hundred 
will be analytically acute enough to 
spot accurately what spoils it; but they 
won’t need to. It will be quite enough 
to destroy its value to you, if they are 
only made vaguely uncomfortable by 
it. Because very few people like to do 
business with an institution that makes 
them feel uncomfortable. 


* * * 


E spoke a moment ago about 

changes in the rules. Perhaps we 
might equally well have said, changes 
in the public’s reaction to the game. 
Take, for example, the question of the 
services of a trust expert in reducing 
the tax load on an estate. That may be 
still, according to the strict rules, a 
legitimate talking point for the corpor- 
ate trustee and executor; but will the 
public like it? Will even the prospect 
like it much? He may still hope for 
just that kind of service, but he’s apt 
to be rather shamefaced about it. Will 
he seek it from the institution that 
brings the unpleasant topic right out 
where he can’t blink it? We all know 
the tax load is going to be little short 
of murderous; is that a safe time for 
arousing the suspicion that some people 
won’t be bearing their fair share. . 
thanks to your cleverness? 


* * * 


UT that’s enough, and more than 
enough, direct preaching for this 
month. 


(And besides, though your preacher 
neither golfs nor fishes, he’s been taken 
unexpectedly, and quite unaccountably, 
in the past few minutes, with an equally 
insidious complaint. Must be a sort 
of auditory hyper-acuity; for though 
he sits at the moment in an office on 
42nd street, he is positive he just dis- 
tinctly heard a sharp BOP! that could 
only have been caused by the collision 
of a round piece of wood with a rapidly 
moving white leather-covered ball, up 
around 16l1st street in the Bronx. Ina 
place called Yankee Stadium. This — 
since it is 2 p.m.—requires personal 
investigation.) 





So we will conclude today, dear chil- 
dren, by briefly reviewing quite a few 
excellent examples of the homework of 
members of the class. First of all, an 
orchid for the First National Bank of 
Tampa for its current program of ad- 
vertisements designed to interest Flori- 
dians in the processes of their own 
State government. The idea is the sim- 
ple and eminently sound one, that these 
are times when the more we all know 
about our own governmental institu- 
tions and how they are at present work- 
ing, the better off we’ll be. The cam- 
paign is a straightforward “goodwill” 
effort; there isn’t, in the advertise- 
ments we’ve seen, a single word about 
the bank or its services—except, of 
course, the signature. Good, sound, and 
clearly written. 

* * * 


XCELLENT for timeliness (even 

though we are only now, getting 
space to comment on it!) was the Jan- 
uary issue of the neat little “Journal” of 
the Union & New Haven Trust Com- 
pany. It is given over to a clear and 
interesting discussion of “War and 
Your Trust Fund,” and discusses, sim- 
ply and informatively, the effect on 
trust work of such things as the inva- 
sion of formerly neutral countries, the 
“freezing” of belligerents’ assets in this 
country, and the terrific job involved 
in making remittances to people caught 
in the war zone. And one of the things 
we like especially well about it is the 
quiet, natural way in which it leads 
straight on from the general discussion 
into the reasons why expert fiduciary 
management of your affairs is espec- 
ially valuable in a world where such 
problems arise. 


% %* *& 
Best timely headline of the month: 


“Why Not ‘SUB-CONTRACT’ Your 
Investment Drudgery?” 


With all the newspapers full of con- 
tracts and sub-contracts for defense 
work, that strikes us as a definite in- 
Spiration. 

Runner-up: 


“Say John, Where Did We Put Those 
Contracts?” 


lowa’s Largest tomate Nampa eal 


Qualified by 65 years of experience 
to act in every recognized trust 
and corporate fiduciary capacity. 





IOWA-DES MOINES 


NATIONAL BANK 
& TRUST COMPANY 


DES MOINES ¢« IOWA 


Member Federal Deposit Insurance Corporation 


That’s a safe-deposit ad, not a trust 
ad; but because it seems to us a very 
good one, and because it was published 
by the Fidelity Union Trust Company 
of Newark, its timeliness and pertin- 
ence entitle it to mention. 


* * * 


OT to end on a sour note, one thing 

happened this month that aroused 
an uncomfortable thought which, pass- 
ed on, we hope will make any member 
of the Class who deserves it, equally 
uncomfortable. 

We got, as we constantly do, a spec- 
imen mailing piece from an institution 
for which we entertain the highest 
respect; an institution, however, that 
shall be unidentifiable here. It was a 
pretty good mailing piece, too. But... 

It was addressed, by name, to a gen- 
tleman who has not been connected 
with this magazine for somewhere 
around three years! 

How up-to-date is YOUR mailing 
list, brother; and how often and how 





380 


carefully do you check it over to keep 
it up to date? Would you care to hear, 
sometime soon, a little treatise on the 
care and feeding of mailing lists? 


Official Pamphlet Prepared 


At the annual meeting of the Trust 
Division, Illinois Bankers Association, 
held April 17 at Bloomington, the text 
of an Official Trust Pamphlet was sub- 
mitted to the membership by the Com- 
mittee on Education and Public Rela- 
tions. Such a pamphlet is, in the Com- 
mittee’s judgment, “desirable in the in- 
terest of a common understanding, on 
the part of the public, of the functions 
of a trust company; its policies, and the 
basic need for trust institutions. It is 
believed that a proper distribution of 
such a pamphlet will call attention in an 
unprovocative way to the basic human 
needs that a trust institution is designed 
to serve; to the number and variety of 
services we offer, and it will clarify our 
policies in the minds of prospective cus- 
tomers and their legal advisers on points 
in which they are interested. 


“Its adoption and use by trust institu- 
tions will tend toward the elimination of 
inaccurate and conflicting statements 
about our institutions on the part of 
directors, employees, and the public, and 
will replace these with a carefully pre- 
pared and expressed official statement. 
It will tend also toward the standardiza- 
tion of trust policies in our State.” 

(See Stephenson, “An Official Trust 
Pamphlet,” Sept. 1938 Trust Companies 
291). 

Other matters reported on by the Com- 
mittee, which is under the co-chairman- 
ship of Arthur C. Boeker, vice president 
and trust officer, Edwardsville National 
Bank & Trust Co., and Harve H. Page, 
second vice president, The Northern 
Trust Co., Chicago, included an urgent 
recommendation that trust men make 
public addresses on trust matters, and 
suggestions that trust men improve 
their relations with life underwriters 
and members of the press. The Com- 
mittee mentioned that it has prepared a 
bibliography of several hundred articles 
on public relations. 
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Chicago Title and Trust Wins 
Ad Award 


For the first time in history, a financial 
newspaper advertising campaign has won 
First Award in competition with general 
advertisements, as determined by the 
Federated Advertising Clubs. This award 
was made recently by the Chicago Feder- 
ated Advertising Clubs to the Chicago Title 
and Trust Company. In presenting the 
award, the committee commented on the ad- 
vertisements as follows: 

“This company had the courage to get 
away from dull financial statement, unread- 
able, usual type financial ads. It really is 
a problem to talk to people about estate 
matters. They are inclined to procrastin- 
ate, pass them off to the land of Manana. 
This advertiser has dramatized the idea 
and has had the courage to use large 
space.” 

The campaign ran during 1940 in metro- 
politan, community and foreign language 
newspapers throughout the Chicago area. 


ee 


Timely Service to Defense 


A neat and handy booklet for any loan 
officer’s top right-hand desk drawer is the 
new “Defense Dictionary,” compiled by 
Frederic W. Kilduff of New York Univers- 
ity, which lists and carefully defines—and 
not only defines but where needed explains 
—nearly two hundred words and phrases 
likely to be encountered in defense con- 
tracts and their negotiation. As an example 
of its scope, it may be mentioned that the 
booklet lists by title and briefly summar- 
izes each of the existing laws directly af- 
fecting the position of a manufacturer who 
undertakes government work in the present 
crisis. 

The booklet is published by The Purse 
Company of Chattanooga, Tennessee, and 
is being distributed as a good-will service 
to their manufacturer customers by a num- 
ber of banks throughout the country. 
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New Corporate Billionaire 


In its statement as of March 31, 1941, the 
Chemical Bank and Trust Company of New 
York reported total resources of $1,020,- 
165,963, the highest in the bank’s history. 
Deposits of $933,860,190 were also the high- 
est ever reported. 
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MANUFACTURERS 
TRUST COMPANY 


Condensed Statement of Condition as at close of business 


March 31, 1941 


RESOURCES 
Cash and Due from Banks 


U. S. Government Securities 

State and Municipal Bonds 

Stock of Federal Reserve Bank. .... 

Other Securities 

Loans, Bills Purchased and 

Bankers’ Acceptances 

Mortgages 

Banking Houses 

Other Real Estate Equities 2,997,019.34 

Customers’ Liability for Acceptances . 7,199,871.31 

Accrued Interest and Other Resources _3,645,077.07 
$1,035,442,005.25 


$312,369,829.70 
370,156,605.87 
32,197,929.07 
2,242,450.00 
44,451,272.18 


228,419,931.94 
19,675,829.25 
12,086,189.52 


LIABILITIES 


Preferred Stock. .... $ 8,749,520.00 
Common Stock ..... 32,998.440.00 
Surplus and 
Undivided Profits .. 40,986,644.69 82,734,604.69 
Reserves 4,900,541.85 
Reserve for Preferred Stock 
Sinking Fund 
Common Stock Dividend 
(Payable April 1, 1941) 
Preferred Stock Dividend 
(Payable April 15, 1941) 
Outstanding Acceptances ..... 
Liability as Endorser on 
Acceptances and Foreign Bills. . . 387,929.46 
Depedts weccccccccccceseocs SRBRRINRSE 


$1,035,442,005.25 
Principal Office: 55 Broad Street, New York City 
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409,094.86 
824,959.50 


218,738.00 
7,702,012.93 


European Representative Office: 1, Cornhill, London, E. C. 3 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 


Both Common and Preferred shares have a par value of $20 each, ° 
The Preferred is convertible into and has a preference over the 
Common to the extent of $50 per share and accrued dividends, 
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Factual Foundation for Estate Analysis 


Important Information Needed for Financial Planning 


RICHARD A. EVANS, JR. 
New York City 


AST month* in dealing with the ap- 

proach to securing the facts neces- 
sary for complete property planning, it 
was without regard to what those facts 
actually are and the reasons they are 
necessary. It is impossible here to con- 
sider all the particular facts and specific 
problems arising in a cross section of 
studies. 

The material outlined will be that 
which is secured verbally in an early in- 
terview and is followed by information 
secured through copies of existing docu- 
ments which in most instances will fol- 
low in time as the client is able to col- 
lect the various papers. 


Verbal Information 


N securing verbal information there 

is not necessarily a starting and stop- 
ping place, as many facts will have been 
divulged in previous interviews. Natur- 
ally, the need for the names, dates of 
birth, and marital status of all the im- 
mediate family is basic. One of the rou- 
tine subsequent jobs is the checking of 
all documents for correct names, and 
it may be necessary to file affidavits 
of dates of birth. This is a simple 
precaution that can be done, particularly 
in the cases of life insurance policies or 
trusts terminating at definite ages of 


*Page 278. 


beneficiaries, to avoid any future ques- 
tion as to correct age. Marital status is 
necessary in almost every aspect of plan- 
ning, and in checking the accuracy of 
documents and tax forms. 


Amazing as it may seem, wills and in- 
surance beneficiary agreements fre- 
quently fail to name children who have 
been born since the drawing of the in- 
struments. That is to say, such instru- 
ments specifically designating the chil- 
dren are often left unrevised despite the 
subsequent birth of children, thus upset- 
ting otherwise carefully formulated 
plans. 


The state of legal residence is impera- 
tive, particularly where there is any 
question of domicile. In states where 
there is community property law the 
problems are usually accentuated and 
must be watched carefully. The state 
laws affecting perpetuities and descent 
and distribution become important when 
attorneys check the validity of docu- 
ments. 


Fixed vs. Equity Investments 


N accurate listing of all capital as- 
sets, the cost price, dates and meth- 
ods of acquisition, is essential in arriv- 
ing at a correct appraisal for tax pur- 
poses, also for determining the distribu- 
tion of capital in fixed dollar values com- 
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pared with equities. A study of pri- 
mary importance in economics is the 
ratio of fixed dollar value investments to 
equity investments in a given family 
capital structure. Assurance that capi- 
tal structure maintains compensating 
factors against inflation and deflation is 
a critically important factor in today’s 
planning. 

An accurate account of all liabilities, 
interest rates, maturity dates, and 
pledged collateral must be obtained in 
order to establish the balance sheet of 
capital values. In many cases sugges- 
tions will emerge for the reallocation of 
these liabilities or refinancing at more 
favorable interest rates. (It seems ap- 
propriate here to state that the writer’s 
approach to estate planning is concerned 
mainly with capital management, al- 
though there will be many who will not 
agree with that tenet.) 

The step following the division of capi- 
tal assets and liabilities is a determina- 
tion of the income both interest and 
earned, and the manner in which it is 
disposed. This will serve as an excellent 
yardstick to measure the requirements 


. and go and see your 
doctor at least once a year.” 
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of the family and to determine what por- 
tion of the income is surplus and is being 
reinvested, and what types of invest- 
ments are being made with this surplus. 
This statement should include income 
from living trusts, which should also be 
included in the capital structure. 


Inherited Property 


HE next point is one which is gen- 

erally overlooked and may well wreak 
havoc with the best of plans. The se- 
curing of facts should include as accur- 
ately as possible the amounts and char- 
acter of property that may be inherited 
from relatives outside the immediate 
family and the probable method of in- 
heritance. Inherited property often re- 
quires the creation of instruments which 
would not ordinarily be used. 

Another reason for this is to attempt 
to make our planning as long range as 
possible. Since we are limited in the 
time range of planning because of struc- 
tural changes in capital, revisions in tax 
laws, changing family conditions, it is 
paramount to put this business of plan- 
ning on an annual renewal basis to keep 
pace with these changes. Without this 
certainty of following through, our ef- 
fectiveness is almost completely lost. 

The next step is securing the personal 
objectives, views, and ideas concerning 
the present and future financial protec- 
tion of the family from its head. This 
should include the present standards of 
living and the future benefits for heirs 
after the decease of the family head. It 
is needless to qualify the reason for this 
information; many articles have already 
covered it and I am sure many more will 
come in the future. 


From Existing Documents 


HE following information is that 
which is secured through existing 
documents, of which the most commonly 
found are the last wills of each member 


of the family. In a great many cases 
the client will give instructions to disre- 
gard completely the existing wills be- 
cause of obsolescence. We should also 
examine any living trust agreements es- 
tablished by members of the family, 
in addition to the trust agreements un- 





der which any family member is a bene- 
ficiary presently or in the future. Ob- 
viously, we should have all life insurance 
and annuity policies on the life of any 
family member. We should also have in 
hand any purchase and sale agreements 
of capital assets to which the client or a 
member of his family is a party. 


Personal income tax returns of each 
family member, for the preceding year 
and of the two previous years, if pos- 
sible, as well as the income tax returns 
of any living trusts of which they are 
the trustee or beneficiary, should be ob- 
tained. Copies of gift tax returns filed 
or to be filed aid in a partial determina- 
tion of any future gifts to be made and 
establish base values for future taxes. 
Estate tax returns previously filed cov- 
ering property inherited by any member 
of the family help to, and, in some 
cases, do establish the future tax base 
of such property. Employment, bonus, 
profit sharing and pension agreements 
are necessary in computing income and 
income taxes. Partnerships or _ stock- 
holders’ agreements are of real import- 
ance in determining future capital posi- 
tions. 


Financial statements and income tax 
returns of any close corporation or part- 
nership will determine whether any sug- 
gestions can be made regarding tax econ- 
omies or aids in the ultimate transfer- 
ring of such capital. In many instances 
this information will indicate whether 
an independent appraisal of values is 
necessary in determining net worth for 
tax purposes. In some cases it will also 
indicate an economic study of the par- 
ticular industry in which the business 
is engaged, in order to forecast its future. 


Benefits in Ratio to Information 


O brief is held for the completeness 
of the foregoing information, for 
almost every case brings new factors to 


attention. It is our belief that wherever 
this aforementioned information does 
exist it is necessary to completing the 
composite picture in order to approach 
the actual planning. However, it is not 
mandatory to have all these data to begin 
the study for, if we are to follow an or- 
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derly progression, our job after securing 
this information is setting up the capital 
and income statements in status quo and 
calculating present probable tax liabili- 
ties and the division of capital between 
fixed and equity investments which can 
be done with a limited amount of the 
total information necessary. The set- 
ting up of these statements is a mechan- 
ical procedure and does not involve any 
of the real planning. 


May I urge again the practice of se- 
curing complete and accurate facts as 
soon as is humanly possible, as a con- 
tributing factor to becoming more pro- 
ficient in our job? The success of a given 
case or of the business as a whole will 
be in direct ratio to the benefits we are 
able to bring to the client and his fam- 
ily, and the benefits will be greater and 
sounder the more accurate and compre- 
hensive our information. 


Dibble Heads Cleveland Council 


Charles C. Dibble, of Northwestern Mu- 
tual Life Insurance Company, is now pres- 
ident of the Cleveland Life Insurance and 
Trust Council. He succeeded Arthur F. 
Young, vice president and trust officer of 
The National City Bank of Cleveland. 


Edward G. Steeb, insurance officer of the 
Cleveland Trust Company, was elected vice 
president; Clarence Pejeau, assistant gen- 
eral agent of the Massachusetts Mutual, 
secretary. H.S. Yenne, trust officer of the 
Cleveland Trust Company, was appointed 
chairman of the program committee for 
1941. 
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Tailor-made Pension Plans 


T is a serious blunder for a life under- 

writer to attempt to design a Pension 
system for an employer, without first 
ascertaining the wants and needs of the 
employer and employee and financial 
ability to pay of both the employer and 
employee, declared Meyer M. Goldstein, 
C.L.U. associated with Pension Planning 
Company of New York City, in an ad- 
dress before the Pittsburgh Chapter of 
Chartered Life Underwriters on April 4. 
Only after that has been done, can an 
intelligent pension design be created. 
In this Pension design, his background 
and experience must be brought to bear 
in order to utilize the advantages of self- 
administration, group annuities and/or 
individual policies in whatever degree 
and combination is necessary to best 
carry out the objectives of the Pension 
design, Mr. Goldstein said. 

Mr. Goldstein then outlined the trend 
that has been taking place in this field. 
Originally employers paid for pensioners 
on a pay-as-you-go plan. Then they set 
aside bookkeeping reserves and then de- 
cided to set up sinking funds in advance 
of the need. This led to self-adminis- 
tration of the fund with investments 
being confined to securities of various 
types, including securities of the em- 
ploying company. 

The next phase was the entry of the 
life insurance companies into the Group 
Annuity field whereby these companies 
offered to administer and make these 
funds actuarially solvent through its 
contractual obligations in return for its 
regular charges for loading, adminis- 
tration, etc. Along with these Group 
Annuity plans there has often been 
Group Life Insurance. 

This led to the third phase, the use 
of individual policies for several reasons, 
one of which being that Group Annuity 
Companies did not care to administer 
plans involving less than a certain num- 
ber of employees. At the present time, 
some companies prefer at least 200 em- 
ployees and a minimum of 50 employees 
is almost a deadline. 

The advent of the Amended Social 
Security Act with the addition of death 
benefits and the retirement benefit base 


now enables all employers, small, med- 
ium and large, to execute private Pen- 
sion Plans to supplement the benefits of 
the Social Security Act. In most cases, 
the present Federal Social Security Act 
is not adequate to completely solve the 
problem of the Employer’s dispensing 
with the services of the superannuated 
employee because the employee cannot 
have a reasonably comfortable standard 
of living if he has to depend entirely 
upon the benefits of the act. 

Mr. Goldstein cautioned the life under- 
writers that they were subject to two 
gross errors in the attempt to utilize the 
individual policies in the field of Pen- 
sion designing. The first one was a tax 
error. In the early development of the 
use of individual policies, the life under- 
writer had nothing to guide him but 
provisions of the Federal Revenue Act 
itself. There were no regulations nor 
sufficient rulings or cases. As a result, 
many life underwriters made the mis- 
take of giving the employers of closely 
held corporations the impression that 
they could utilize the benefits of the 
Revenue Act in order to set up Pension 
Plans with the primary benefits for the 
benefit of the stockholder officers of these 
closely held corporations. This aspect is 
pretty well cleared up now but, in the 
process, there were disappointments of 
many such employers to whom the prim- 
ary appeal was made on a tax savings 
basis. 

Now the life underwriter is making 
the error on Pension designing. He is 
starting out with a vehicle first in mind, 
instead of the needs of the client. The 
underwriter should first ascertain the 
problems and needs of the employer, 
then utilize self-administration, Group 
Annuities and individual policies to 
whatever extent and in whatever com- 
binations would best fill the employer’s 
and employees’ needs, consistent with 
the employer’s pocketbook. 

Mr. Goldstein warned the underwriters 
that this means a background of actuar- 
ial knowledge and experience such as few 
life underwriters in the country are as 
yet equipped to do. He urged them to 
study and consult with experts. 





When a Will Will Not 
Ten Most Common Mistakes in Wills Revealed by Survey 


JOHN C. MADDEN 
Executive Vice President, Edwin Bird Wilson, Inc., New York City 


IKE millions of other Americans, 
John Jones is an owner of property. 
His possessions include real estate, an 
interest in his business, a few bonds and 
some shares of common stock. He also 
carries considerable life insurance. When 
he thinks ahead, he naturally wants the 
surviving members of his family to ben- 
efit as fully as possible from his estate. 
And, because of certain action John 
Jones has taken, this worthy ambition 
stands every chance of being achieved. 
Richard Smith, too, has managed to 
accumulate some wealth during his life- 
time. He shares with John Jones 
the same desire for the eventual ends 
he wants his property to accomplish. 
Yet, because of certain action Richard 
Smith has taken, his equally worthy am- 
bition stands every chance of being de- 
feated—wholly or in part. 


The difference lies in the fact that the 
will which John Jones has signed is wise- 
ly drawn to accomplish what he desires; 
it will work. The will Richard Smith 
has signed, will not. The wills signed 
by the Richard Smiths are largely re- 
sponsible for estate misunderstandings, 
litigation over bequests, quarrels among 
heirs, failure to give adequate prefer- 
ment to the immediate family, and need- 
less expense. 


Three Groups Surveyed 


HAT are these mistakes, common- 

ly made by Americans in their 
wills? Edwin Bird Wilson, Inc., an or- 
ganization long engaged in obtaining 
and publishing information on trust 
and banking subjects, decided some time 
ago to find out. The undertaking turned 
out to be probably the broadest effort 
ever made to determine why so many 
estates fail to provide the protection 
which they are expected to furnish. 
Results were made available to a number 


of leading trust companies for publica- 
tion. 

Three classes of persons were recog- 
nized as knowing what is wrong: (1) 
judges who preside over courts handling 
estate and probate cases; (2) attorneys 
who are experienced in estate practice, 
many specializing in this work; (3) 
trust officers of banks and trust compan- 
ies. Representative judges, attorneys 
and trust officers, therefore, were selected 
for the survey. Every state in the Union 
was covered. No city with a population . 
of 25,000 or more was overlooked. Many 
smaller communities were included. This 
one question was asked thousands of 
times: 


From your own experience and ob- 
servation in estate matters, what are the 
most common mistakes made in wills and 
trust agreements? 


Those questioned were requested to 
consider mistakes from the viewpoint of 
the family, the heirs, and the benefici- 
aries. 

Classified simply, final results of the 
extensive study show that ten mistakes 
account for much of the inheritance trou- 
ble of America. Here they are, in the 
order of their prevalence: 


1: Wills and Trust Agreements Are 
Prepared Without Proper 
Legal Advice 


UDGES and attorneys who partici- 

pated in the nation-wide survey vote 
this error “most common.” Trust offi- 
cers give it second place. 

Home-made wills come in this cate- 
gory. If some provision in a home-made 
will is obscure—or contrary to state law 
—court action is likely to result. The 
expense comes out of the estate. On the 
other hand, too often a major injustice, 
unintentional perhaps, can never be cor- 
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rected because the wording in the will 
is plain and those who benefit refuse to 
budge from their preferred position. 

But having one’s will drawn by an at- 
torney is not enough. Time after time 
the judges, trust officers—and attorneys 
themselves — stress the necessity for 
“proper” legal assistance. Since a will 
is so important it deserves careful, not 
casual, attention from a lawyer exper- 
ienced in this work. As one judge ex- 
presses it, all the other mistakes together 
“fall far short of producing as much 
grief and trouble as does the disposition 
on the part of many testators either to 
be unwilling to pay a fair price for good 
legal service or to hurry a draftsman 
through with the matter.” 


2: Wills and Trust Agreements Are 
Not Changed to Meet New 
Conditions 


RUST officers consider this the most 
common mistake of all. Attorneys 
place it second, judges fourth. The “new 
conditions” mentioned are of several 
classes. 
In the family itself a birth, a death, 
a marriage, or a remarriage may cry 
for prompt changes in a will. Yet pro- 
crastination is a human failing. Heart- 
aches, resentment, lifelong bitterness 
often follow failure to take appropriate 
action. 


An attorney touches on a different set 
of circumstances—constantly fluctuating 
—when he says: “Most of the current 
troubles arise from excessive change in 
values due to conditions and new federal 
tax laws.” A trust officer warns of “in- 
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adequate investment instructions to care 
for inflation dangers,” and a judge men- 
tions the devastating effect on bequests 
in trust when social, economic—even pol- 
itical—trends meet inflexible investment 
instructions head on. 

The set of new conditions most likely 
to torpedo an estate plan, however, is the 
variation in the amount of property own- 
ed by the citizen who wishes to bequeath 
it. How many wills written in the rosy 
days of 1929 are likely to fit today’s 
needs? Or, for that matter, how many 
wills signed in the long-faced era of 
1932-33 contain the clauses which should 
be included now? Will the widow and 
children receive enough income for their 
needs—under outdated trusts which con- 
centrate on preserving principal, at all 
costs, for secondary beneficiaries? 

Although the arbitrary dictum of an 
attorney: “A will should be reread and 
studied every twelve months” may be a 
bit drastic, the principle involved seems 
to be sound. 


3: The Executor and Trustee too Often 
Inexperienced in Investment 
Management 


S the mistake most commonly made, 

judges count this second, attorneys 
fourth. Trust officers give a tie vote for 
this and another, mentioned later, for 
third place. 

It seems to be generally agreed that 
there is no single qualification of an exec- 
utor and trustee more important than 
investment ability. Witness such char- 
acteristic comments as these from the 
survey: “Plenty of testators name an 
executor without a single thought of his 
ability to execute the trust.” “Execu- 
tors and trustees and co-executors and 
co-trustees are unwisely named for sen- 
timental reasons—a widow, a relative, a 
friend—impeding efficient action on in- 
vestments.” 

The survey also brings out the fact 
that the effort to keep a fund from melt- 
ing away requires a type of ability quite 
different from that which built up the 
fund in the first place. While a busi- 
ness man, for example, feels free at times 
to take broad risks with his own money 
in the hope of commensurate rewards, 
the conscientious trustee must move 





much more cautiously. The trustee’s 
proper objective is conservation of prin- 
cipal first, then—and then only—as much 
income as current conditions permit. 


Even in the smallest estates, invest- 
ment ability and experience are needed 
—in fact the need is relatively greater 
because the capital involved is relatively 
small. At the other extreme stand the 
few huge private fortunes. Some are 
large enough to justify the expense of 
special investment, tax and management 
organizations devoting full time to the 
problems of a single estate. In between 
comes a large group of families with 
widely varied investment problems. 


The necessity for investment care in 
such cases is acute. In America, the 
trust institution has grown up to pro- 
vide specialized management especially 
for this class of estate and trust funds. 
Simply naming a trust institution in a 
will as executor and trustee, however, 
is no assurance of the conservation of 
the estate —- as many responses in the 
survey point out. No responsible trustee 
claims infallibility in investment judg- 
ment. But in these days when tax, ac- 
counting and security problems are so 
complicated, organized efforts to solve 
them are more generally recommended in 
the survey responses than are the efforts 
of any individual—no matter how able 
he may be. 


The survey responses plainly warn 
that any plan for investing estate monies 
runs the risk of being sabotaged by ama- 
teurish investment management. Few 
owners of property prefer experiment 
to experience in handling family funds. 
Yet many, unintentionally, choose exper- 
iment. 


4: Making Bequests in Dollar Amounts 
Instead of in Proportions 
of the Estate 


O judges and attorneys this mistake 

ranks as third in prevalence. Since 
trust officers place it sixth, in totals it is 
Mistake No. 4. 


Ask a home owner how much his 
house, if sold, would add to the value of 
his estate. The answer will probably 
be a generous estimate of the present 
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market price, with no deduction for the 
amount of the mortgage. Ask a man 
carrying a loan against his life insurance 
how much the family will eventually 
receive from the policies. 
is likely to omit a deduction for the loan. 
Ask an investor what his bonds and 
stocks will be worth when his will is pro- 
bated. The answer is not likely to err 
on the side of conservatism. Like a 
golfer telling his average score to a 
smoking car acquaintance, a property 
owner is likely to stray from simple real- 
ism when mentally assessing the cash 
value of his worldly goods. 


No particular harm is done — unless 
practical plans for the future support of 
a widow and children are based upon 
fancy instead of fact. Suppose a suc- 
cessful man in an expansive mood, how- 
ever, provides in his will for a memorial 
in his old home town costing thousands 
of dollars. Then he leaves a generous 
number of dollars to some faithful em- 
ployees and distant relatives. “The re- 
mainder of my estate,” his will contin- 
ues, “I leave to my beloved wife and chil- 
dren in equal parts.” Then suppose a 
business slump comes along. Property 
values take a nose dive. His will is pro- 
bated. The executor has no choice but 
to pay the dollar bequests first. “The 
remainder” may be little more than the 
minimum the widow and children are 
assured under state law—far from the 
amount intended. Yet had he bequeath- 
ed proportions of his property—not dol- 
lar amounts—the result would have been 
entirely different. 
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5: No Provision Permitting Use of 
Capital in Emergencies 


TTORNEYS and trust officers agree 
that this error is fifth in prevalence. 
Judges place it sixth. 


Illness, accidents and hospital expenses 
are no respecters of heirs and benefic- 
iaries. Expenditures for the education 
of children are hard to squeeze into fam- 
ily budgets, already strained to meet 
regular living expenses. An opportun- 
ity for a young man to start in business 
often calls for quick cash. Reduction of 
income must follow periods of low inter- 
est rates. Rising costs are a distinct 
possibility. The estate plan, therefore, 
which makes no provision to meet emer- 
gencies runs every chance of working 
hardships sooner or later. 


If this error is avoided, someone ob- 
viously must be authorized to decide 
when an emergency actually exists which 
is important enough to require extra 
payments from the estate or trust funds. 
Sometimes a member of the family is 
given this power. Sometimes the exec- 
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utor or trustee. Sometimes the author- 
ity is split. But a correction of the basic 
error involves the delegation of discre- 
tion which may be highly beneficial to 
members of a family, but which also—if 
the power is abused—may hasten the 
dissipation of family funds. Conse- 
quently, as in the selection of the execu- 
tor and trustee, the choice must be wise- 
ly made. 


6: Failure to Consult the Executor 
and Trustee in Advance 


HIS error is tied for third place with 

Mistake No. 3 as the “most common” 
in the opinion of trust officers. Judges 
place it seventh, attorneys ninth. 


Too often the head of a household 
keeps the terms of his will the Great 
Family Secret. Under exceptional cir- 
cumstances this practice may be wise. 
although the merits of complete frank- 
ness should always be fully probed. “Sur- 
prise” may be the least desirable reac- 
tion from the family when the seal on 
the envelope is finally broken and the 
will is read. 

At least to the executor and trustee, 
the clauses in the will should be thor- 
oughly familiar. The task of carrying 
out a person’s wishes is seldom easy. 
If no instructions are available except 
the formal words in the will, the diffi- 
culties are apt to be multiplied. 


Advance consultation enables’- the 
maker of the will to explain his desires 
and to discuss methods of attaining 
them. He can give valuable information 
about his property, the reasons for cer- 
tain bequests, and the special needs of 
certain heirs. A_ prudent executive 
would never employ a substitute to ad- 
minister all or part of his business with- 
out long talks on procedure. Yet many 
business men and others expect an ex- 
ecutor and trustee to administer an es- 
tate without the guidance of frank con- 
versations. An attorney adds this coun- 
sel: “I find that with the correct use of 
this type of consultation none of the 
other mistakes noted happens, especially 
if the trust officer is on the job. Per- 
sonally I have avoided the other mis- 
takes because of cooperation with named 
trustees.” 





7: Investment Clauses Unfitted to Needs 
of Heirs and Beneficiaries 


TTORNEYS and trust officers agree 

that this error is seventh in preval- 
ence. Judges differ but slightly, calling 
it eighth. 

Investment policies that may be set 
forth in a will are: (1) Limitation of 
investments to those authorized by state 
law in the absence of special instructions. 
(2) Giving one’s instructions concerning 
investments in the will or trust agree- 
ment. These instructions can be general, 
or fully detailed. (3) Leaving the ex- 
ecutor and trustee with full investment 
discretion. 


In certain jurisdictions, assuming the 
absence of special investment instruc- 
tions, all “non-legal” investments must 
be sold within a reasonable length of 
time and the proceeds reinvested in 
“legals.” The net result is that, in these 
states, a will or trust agreement which 
actually makes no reference whatever to 
investments says, in legal effect, “Sell 
everything I own—even my interest in 
the business I helped build up—which 
is not already on the approved trust in- 
vestment list. Then reinvest only in the 
securities on that list.”” Sometimes this 
works out satisfactorily. Sometimes it 
is far from the intention of the person 
who bequeathed the property. 

This situation, added to the complex 
investment conditions of the last few 
years, seems to be increasing the amount 
of investment discretion deliberately 
given to executors and trustees. 

According to the survey the needs of 
heirs and beneficiaries should be the 
governing factor in outlining future in- 
vestment policy. No set rules apply. 
An attorney comments: “Trustees should 
be given wider power of investment as 
tendency of legislation is to restrict and 
cut down earnings.” 


8: Inadequate Provision for Respon- 
sible, Systematic Administration 


LTHOUGH judges deem this fifth as 

a common mistake, since attorneys 
and trust officers both place it eighth, it 
becomes eighth in total votes by a nar- 
row margin. 
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what is good today, and add new develop- 
What’s 


more, the donor’s name lives on forever. 


ments that will benefit everyone. 


If your client is in a position that calls 
for a bequest, he will want to know more 
about the Rensselaer Polytechnic Institute, 
Troy, New York, the oldest school of tech- 


nology in an English-speaking country. 


Write today for more information. 


Embezzlement and other forms of com- 
plete trust betrayal might be expected to 
be the normal results of this mistake. 
Yet those closest to estate administra- 
tion seldom mention such extreme cases. 
It seems that most executors and trus- 
tees approach their duties with the best 
of intentions. Unfortunate results come 
rather from lack of fitness for the exact- 
ing duties involved, than from deliberate 
dishonesty. 

The practice of “complimenting” the 
widow is scored by an attorney with 
these frank words: “Many husbands, 
to lessen costs of administration, name 
their wives as executrix. Practically all 
widows suffer from grief or shock to the 
point that they are incapable of assum- 
ing the burden of settling the estate and 
making the necessary decisions attendant 
thereto.” 

In the matter of co-executors and co- 
trustees, the experts disagree. Some ad- 
vise that wide experience be combined 
with intimate family knowledge which 
“only a relative or close friend can have.” 
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Other comment frowns upon divided 
responsibility, especially in making in- 
vestment decisions — “multiple trustees 
cause delay and confusion and add noth- 
ing in general to efficiency or safety of 
administration.” 

The need for systematic management 
is emphasized because of the scores of 
steps which must be taken in the settle- 
ment of even a comparatively simple 
estate. Accurate bookkeeping, know- 
ledge of accountancy, familiarity with 
taxes and experience with local procedure 
are all a part of efficient estate admin- 
istration. Legal questions also bob up 
from time to time, and promptness in 
obtaining guidance from the family 
attorney often saves unnecessary ex- 
pense later, according to several admoni- 
tions. 


9: Insufficient Provision for Estate 
Taxes and Transfer Expenses 


S a common mistake this is ranked 
sixth by attorneys, ninth by judges 

and trust officers. 
The basic difficulty can be expressed 


quite simply. Estate taxes and adminis- 


Courtesy National Gallery of Art, Washington 
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tration expenses must be paid in cash at 
specified times. If cash from some 
other source is not available when the 
tax is due, some of the property must 
be sold. And if the market happens to 
be in the doldrums at that time, only 
forced-sale prices can be obtained. Re- 
sult: much less for the heirs. Congress 
has recognized this difficulty, as far as 
federal estate taxes are concerned, and 
has extended the period during which 
such tax payments may be made. But 
this merely lessens the danger—does not 
eliminate it. 

Since the present federal estate tax, 
in the highest bracket, takes more than 
70 per cent of the estate, the extent of 
the risk to the heirs is apparent. For 
example, J. P. Morgan recently sold many 
of his art treasures, and William Ran- 
dolph Hearst liquidated some of his pub- 
lishing properties and part of his art 
collection, supposedly in anticipation of 
tax and other cash demands upon their 
estates. 

Many responses in the survey mention 
more life insurance as a wise precaution 
to offset necessary tax payments, partic- 


Recently dedi- 
cated by Presi- 
dent Roosevelt, 
the National Gall- 
ery of Art in 
Washington, D.C., 
is a gift of the 
late Andrew Mel- 
lon to the Amer- 
ican People. The 
building, which 
cost $15,000,000, 
is 785x305 feet 
with an exhibition 
area of 238,000 
sq. ft. Together 
with the art col- 
lection and an 
endowment for 
maintenance, the 
National Gallery 
represents a gift 
of over $50,000,- 
000. 


A replica of the above is in the lobby of the 
Union Trust Company of Pittsburgh, Pa. 





ularly in estates of moderate size. In- 
surance policies, made payable in a lump 
sum at the time of death, provide cash 
at the time it is needed, and eliminate 
the possibility of selling other estate 
assets at sacrifice prices. If left in a 
trust, properly drawn, assurance is ob- 
tained that the proceeds will be used for 
the purpose intended. 


10: Trying to Control the Management 
of Money Too Long into the 
Future 


F all the scores of errors revealed 

by the survey, judges, attorneys and 
trust officers agree that this one stands 
as No. 10 in prevalence. 


Although other mistakes seem to be 
more common, few are considered more 
important. One judge is worth quoting 
at length: 


“In the realm of administration of 
testate decedents’ estates, it seems to the 
writer, after forty years of observation, 
that the most common mistake, or rather, 
the cause most prejudicial to the orderly 
and prudent administration of estates is 
the fact that testators entertain the vain 
hope that they can penetrate the veil 
that obscures the future, and, under that 
delusion, accurately provide against the 
vicissitudes that lie in the path of the 
objects of their bounty and accurately 
foresee and guard against economic fac- 
tors that affect the security and earning 
power of investments.” 


What is the solution? Many famous 
philanthropists — the elder Rockefeller 
and Julius Rosenwald are good examples 
—have left broad discretion to others in 
the disposition of their fortunes. Per- 
haps this attorney’s advice to owners of 
more modest amounts of property was 
based upon the conclusions of such 
wealthy men: “Too often the testator 
wants to lay down detailed rules for the 
management of his estate. He should 
pick his fiduciary with the utmost care 
and then give it the widest possible dis- 
cretion.” 

% *% * 


ITERALLY scores of other mistakes 
were mentioned by those who coop- 
erated in exposing the weaknesses of the 
American will. Most of the others, how- 


IN OREGON 


United States 
National Bank 


Head Office—Portland, Oregon 
25 COMPLETE BANKING 


UNITS IN THE STATE 
Member F. D. 1. C. 


ever, were of a technical nature or of 
minor significance. Certainly anyone 


who avoids the ten leading errors can 
be reasonably sure that he is no longer 
one of the careless Richard Smiths, but 
has joined the ranks of the far-sighted. 
John Joneses, when it comes to provid- 
ing for his family’s future in the best 
way his financial resources will permit. 


Northwestern National Life Studies 
Will Making 


One out of three middle-class Americans 
knows that he ought to make a will, but 
can’t get around to doing it; one out of 
five has actually made a will, and one out 
of six feels that his estate doesn’t amount 
to enough to warrant making a will. These 
conclusions were reached by the North- 
western National Life Insurance Company 
of Minneapolis, Minn., through inquiries 
sent to 25,000 of its ordinary policy holders. 
Only sixteen per cent of the policy holders 
reporting felt that they did not have enough 
of an estate aside from insurance to justify 
a will, but holdings of those without wills 
averaged $6,870 in life insurance and $5,741 
worth of other property. Ten per cent of 
those without wills reported more than 
$10,000 each in property other than life 
insurance. Of those who had made wills, 
the average estate amounted to $16,633 in 


- life insurance and $19,476 of other property. 


i 


We are given two eyes for a purpose. 
With one to look at the actions of people 
around us, with the other to watch our own 
steps; one to see the obvious of past and 
present, one to look around the corners of 
the future. Some people call it perspective. 
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CHARTERED 1853 


United States Crust Company 
of New York 


Statement of Condition March 31, 1941 


RESOURCES 


Cash in Banks $ 81,038,862.13 
Loans ___ i a alt 1 
Bills Purchased - 11,610,444.37 
United States Treasury Bonds and Notes 27,645,000.00 
Other Bonds 10,586,300.00 
Stock in Federal Reserve Bank 840,000.00 
Bonds and Mortgages 5,470,080.48 
Real Estate : 1,900,000.00 
Accrued Interest Receivable 323,126.06 

$158,317,394.04 


LIABILITIES 


Capital - $ 2,000,000.00 
Surplus _ 26,000,000.00 
Undivided Profits 2,866,232.69 
Deposits ____ _ 126,008,846.47 
Reserved for Taxes, Interest, Expenses, a. 1,126,724.73 
Unearned Discount 15,590.15 
Dividend Payable April 1, 1941 300,000.00 


$158,317,394.04 


United States Government and other securities carried at $355,000 are pledged to 
secure public deposits and for other purposes required by law. 


TRUSTEES 


WILLIAM M. KINGSLEY, Chairman of the Board 
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“Clinics” for Life Insurance and Trust Councils 


FRANKLIN W. GANSE 
Ganse-King Tax Service, Boston, Massachusetts 


re 4 PERATING on the patient in the 

presence of students” is a clinic, 
in the language of the dictionary. But 
the word has been used often to desig- 
nate discussion groups considering very 
practical questions, with leaders from 
among themselves. 

We have frequently held these clinic 
sessions during the eleven or so years 
of the Boston Life Insurance and Trust 
Council, and have found them to be a 
popular form to intersperse once in a 
while among the more formal meetings. 
We held a clinic meeting in October, 
1940, and expect to close this season with 
another at our annual May meeting. 

As I see it, there should be two ob- 
jectives in view in planning these meet- 
ings: First, to discuss questions of im- 
mediate practical importance because of 
their value in the work of the members 
of the Council; and second, to plan the 
discussions so that they will be helpful 
to the members in their approaches to 
prospects who would be interested in life 
insurance trusts. This second motive 
is often overlooked, but in a work as 
complicated as that of the trust officer 
and the cooperating life underwriter, to 
have current practical matters to discuss 
with prospects is of great value. There 
is no better approach or re-approach than 
through some interesting phase of the 
prospect’s affairs which has just been the 
subject of some new regulation or court 
decision. 


Discuss Several Questions 


T IS not necessary to solve such ques- 

tions perfectly, but it is important 
not to allow false positions to stand. It 
might take a whole evening to hear all 
that could be said on the first question 
introduced; but our council has found 
out it is better to dispose of the subject 
more quickly, even if not finally, and in- 
troduce other questions which will give 
variety to the meeting. It is of the 
essence of this sort of work that the 
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discussion be free and informal, and it 
seems best not to publish the arguments 
or any conclusions reached. 

At the October clinic meeting of the 
Boston Council, which was well attended, 
much interest was displayed in the large 
number of questions which the commit- 
tee submitted and which are printed be- 
low. These were divided into two sec- 
tions: one answered by two trust offi- 
cers, and the other by two life under- 
writers. In addition, there was discus- 
sion by the members present. 


Questions for Trust Officers 


1. Mrs. A. completely owns insurance 
on the life of Mr. A., policy payable to 
Mrs. A., her administrator or executor. 
There is one child. Mrs. A. predeceases 
her husband and dies intestate. If you 
were administrator what would you do 
with the insurance? What would you 
have advised prior to her death if you 
had been given an opportunity? 

2. Estate plans usually recommend an 
insurance trust with provisions allowing 
the trustee to deal with the executor to 
provide cash for settlement purposes. 
After estate settlement, should the resi- 
due of the estate be turned over for dis- 
tribution under the insurance trust or 
should the residue of the insurance trust 
be combined with the testamentary 
trust? Does it make any difference? 

3. Please state Massachusetts dower 
and courtesy rights. When must they 
be exercised? Please also state the laws 
of intestacy if either a husband or wife 
dies with no children or with children. 

4. A. is domiciled in Massachusetts 
but owns a furnished home, bank account 
and stocks deposited in New York State. 
On what property will Massachusetts 
levy an inheritance tax? New York 
State? 

5. If a man creates a $10,000 joint 
savings bank account with his wife, not 
to be used for household purposes, has 
he made a reportable gift? Does Massa- 
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chusetts include such joint accounts in 
figuring inheritance taxes? 

6. Mr. A. has an $80,000 general es- 
tate and $40,000 paid-up insurance, and 
he needs to borrow $10,000 using insur- 
ance as collateral. From the standpoint 
of estate taxes, does it make any differ- 
ence whether he borrows from the insur- 
ance company or from a bank and should 
. die while the loan is outstanding? 

7. What does the law say regarding 
witnesses to a Will? 

a. How many? 

b. Must they sign in the presence of 
the testator? 

c. Must they sign in the presence of 
each other? (The normal witness clause 
is understood by the questioner). 

8. Explain the optional valuation of 
property allowed to the executor, at death 
or one year later. Does this apply to all 
kinds of property or to a limited class 
only? 

9. Assume Mr. A. gives his wife one- 
half of his property before death and 
leaves the entire remainder under his 
Will to his children. His wife assents to 
the Will by signature at time of creation. 
At Mr. A.’s death may she still claim 
rights on the grounds that her previous 
consent was invalid in that a man and 
wife cannot make a contract nor can she 
waive her legal rights? 


Questions for Life Underwriters 


1. To avoid creditors of a beneficiary 
after death of insured is it necessary to 
include a spendthrift clause in optional 
modes of settlement? 

2. Most retirement income contracts 
mature for more than the face value. 
For example, the face value of retire- 
ment at 65 contracts varies from $10,000 
per $100 a month to $12,500 face value 
but all have a maturity value of approx- 
imately $1,500 per $10 of income. It is 
therefore apparent that somewhere be- 
tween ages 60 and 65 the cash value ex- 
ceeds the face and the insurance com- 
pany no longer has an insurance risk. 
From a tax standpoint is a retirement 
income policy entitled to the insurance 
exemption if death occurs when the cash 
value exceeds the face? 

3. Are there any legal dangers in des- 
ignating wives as beneficiaries under a 
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buy and sell business agreement involv- 
ing a partnership or corporation inter- 
est? 

4. Mr. A. owns a substantial amount of 
insurance now payable to his wife who 
is living. It is suggested, and he agrees 
for tax purposes, that he should give 
away certain policies. He has four chil- 
dren, two minors and two over 21, and 
gives to each a $10,000 policy. Will the 
fact that the policies were originally pay- 
able to his wife make any difference in 
the mechanics of the gift? 

5. If a man earning $250.00 per month 
died leaving twins age 1, his family 
would receive $72.80 per month for seven- 
teen years from Social Security. This 
benefit is approximately the same as 
could be obtained from $10,000 of insur- 
ance. Assume the man now had $40,000 
insurance and $40,000 general estate, 
what would be the estate and inheritance 
tax status of the Social Security bene- 
fits? Is it reported for income tax pur- 
poses by the wife? 

6. How is the income from a family 
income policy reported for tax purposes? 

7. A. owns $38,000 insurance with 
$2,000 accumulated dividends. Is the 
$2,000 accumulation entitled to be in- 
cluded in the insurance exemption? Can 
accumulated dividends be attached by 
creditors during the life of the insured? 

8. In view of corporate excess profits 
and wrong accumulation of surplus tax- 
es, does it make any difference what type 
of policy is used for keyman coverage, 
i.e. Terms without cash value, Straight 
Life or Single Premium with full cash 
value in a few years? 

9. A. leaves his insurance to his wife 
on the interest option with full right of 
withdrawal, balance to child. Even 
though she makes no withdrawals, will 
the proceeds be included in her estate for 
tax purposes? Since she may withdraw 
at will, may her creditors attach pro- 
ceeds, or force her to make withdrawals? 

10. A. and B. are partners and enter 
into a buy and sell agreement with A. 
purchasing the insurance on B. and vice 
versa. During their joint lifetimes the 
business fails and the combined estates 
of A. and B. are insufficient to satisfy 
creditors. May the creditors get at the 
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cash values of the policies? If so, would- 
n’t it be better to have each apply for 
the insurance on his own life, with equit- 
able arrangement for premium payment, 
and proper remuneration to deceased’s 
estate in event of death? 


Suggested Future Topics 


HEN a new federal revenue act of 

importance has been enacted, it 
might pay to hold a special clinic meet- 
ing just to discuss it. For a clinic to be 
held in the very near future, I suggest 
the following subjects, of which all seem 
to me to be of considerable current im- 
portance: 


1. A review of the recent decision in 
the Dryden case. 

. An understanding of what was 
really decided in the celebrated 
Bailey case. 

. Discussion of Senator L. H. Rose- 
berry’s recommendations for An- 
nuity Type of Trusts, made before 
the Mid-Winter Conference in Feb- 
ruary ;* by a trust officer and a life 
underwriter. 

. Discussion of present status of 
trust company Common Trusts and 
the attitude of local trust compan- 
ies. 

. Questions under T. D. 5032, issued 
January 10, 1941. 

(a) Effect on old policies as to 
Federal estate tax. 
(b) Effect on new policies. 


*See Feb. 1941 Z'rusts and Estates 1638. 


(c) What constitutes “indirect 
payment of premiums” by 
the insured? 

(d) Under what circumstances 

should policyholders be ad- 
vised to name new ultimate’ 
beneficiaries, and how can 
right of reverter best be 
eliminated? 
In trusteed policies should 
trust officer or life under- 
writer make proper recom- 
mendations? 

(f) Should Trust Council try to 
work out a cooperative plan 
for handling such questions? 


6. If husband buys joint and survivor 


annuity for himself and wife, does 
he make a gift to wife, and if so, 
to what extent? 


. Discussion of “transferee for value” 


tax liability on life insurance pro- 
ceeds, and how to prevent such 
transfers by policyholders before 
they understand such liability. 


. Discussion of the U. S. Supreme 


Court decision of March 3, 1941, 
holding that single-premium poli- 
cies taken out in connection with 
annuities involve an “investment” 
rather than an “insurance” risk by 
the life insurance company and are 
therefore not to be included in the 
life insurance exemption from Fed- 
eral estate tax. 


Open Discussion Tersely 


GOOD plan is to have a well-inform- 
ed chairman assign each question 





to a member who will open the discus- 
sion, making it lively and brief. ‘Then 
follows a general discussion with the 
chairman keeping control and not letting 
interest lag. A few words may be need- 
ed from the chairman to make each dis- 
cussion end on a note of practical sug- 
gestion. 


There are at least three good sources 
for clinic questions: Trusts and Estates, 
regular tax services, and Council mem- 
bers. The October list printed above 
was suggested about fifty-fifty by mem- 
bers of the Council and by the program 
committee. The members can easily be 
cultivated to send in suggestions, and of 
course there is every advantage in hav- 
ing them originate in this way. 


The idea has been suggested that 
many Councils may prefer to meet half 
an hour before the set time of all din- 
ner meetings and have a short clinic 
session; however, I believe it better to 
get a real change both ways by holding 
only one or two clinic meetings each 
season and devoting the entire evening 
to the clinic questions. 


A frequent mistake we make is in not 
allowing enough time for discussion 


after a set address. Many of our speak- 
ers are more valuable in this connection 
than through the address of the evening. 
They will generally be glad to stay over- 
time for a detailed discussion with those 
interested. It seems to me that every 
meeting with a set address should allow 
at least fifteen minutes for discussion. 
The Boston Trust Council has had some 
very valuable information brought out 
in such discussion periods this winter. 


Questions are plentiful, but let me 
add a little note of warning: be careful 
to intersperse the tough ones with those 
easier to solve; and remember that the 
purpose of the clinic is not only to help 
the members with information on impor- 
tant matters in connection with their 
work, but also to supply them with in- 
teresting material which will assist them 
in approaching those who need life in- 
surance and trust service. 


* * * 
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Preferred Beneficiary Trusts 


As a solution to the problem of low 
interest rates, the St. Louis Union Trust 
Company has recently adopted the an- 
nuity trust idea* as a basis for standard- 
izing several types of trusts under the 
term “Preferred Beneficiary Trusts.” 
The underlying theory is (1) that all 
beneficiaries are not equally important 
to the trustor, and it is unjust to limit 
those dearest to the settlor to the income 
alone in order to preserve the principal 
intact for remote beneficiaries; and (2) 
the great majority of people who need 
trust service do not have estates suffi- 
ciently large so that the income alone 
will be adequate to provide for their 
families. 


There are five variations of Preferred 
Beneficiary Trusts: (1) Fixed Monthly 
Income Plan (payments ordinarily ex- 
ceeding income earned); (2) Fixed Per- 
centage Income Plan (payments in terms 
of percentage of principal) ; (3) Income, 
Plus Fixed Percentage of Principal, Plan 
(payments of entire income, in addition 
to stated percentage of principal annual- 
ly); (4) Flexible Income Plan (stated 
percentage of principal may be augment- 
ed by additional percentage on request 
of beneficiary and a further additional 
percentage at the discretion of trustee) ; 
and (5) “Cost of Living’ Protection 
Plan (fixed percentage may be increased 
in the discretion of trustee if the cost 
of living rises by certain percentages). 

Two factors are constant throughout 
the plans: each names certain beneficia- 
ries as preferred beneficiaries, and each 
permits the invasion of principal to pro- 
vide for education of children and to 
meet emergency expenses. 

The trust company has issued two 
booklets explaining these trusts, one dis- 
tributed to the general public, and the 
other, with suggested legal forms, to 
lawyers. It is believed that this develop- 
ment will dovetail very effectively with 
the common trust fund, and will make 
trust service conform more fully to the 
needs of people with relatively moderate 
estates. 


*See Roseberry, Tomorrow’s Trusts, Feb. 1941 
Trusts and Estates 163. 





Quiz on Operating Economies 


Suggestions for Reducing Costs and Improving Procedure 


E. E. DANIELL 
Vice President & Controller, Fidelity-Philadelphia Trust Company, Philadelphia 


Cash Accounting 


What seems to be the most economical 
method of producing trust income cash 
statements ? 

Generally speaking, the 
methods are being employed: 

1. Typing directly from the cash led- 
gers 

2. Preparation with tabulating equip- 
ment 

3. Photostating the cash ledgers 

4. Carbon reproduction as a by-pro- 
duct of the posting operation. 

In determining which method is most 
economical it is, of course, necessary to 
consider the relative size of the Trust 
Department. It was generally felt that 
in the largest companies tabulating is 
the most efficient method of producing 
cash statements, but that in the small 
and medium size Trust Departments the 
most economical method is by production 
as a by-product of the cash posting oper- 
ation—about 40% more economical than 
typing from the cash ledgers. Compan- 
ies using the by-product method state 
that their customers are well satisfied. 


following 


Presented to Philadelphia Conference, National 
Association of Bank Auditors and Comptrollers. 


Is there any way to eliminate the peak 
periods in the trust cash accounting de- 
partment, especially around the end and 
beginning of each month? 


Yes. As an easy solution to this prob- 
lem, it is suggested that the collection 
of income be anticipated by making the 
postings in advance of the income col- 
lection date. Thus, the income payable 
on December list can be posted during 
the last four or five days of November, 
thereby leveling off the peak and insur- 
ing the entry of all income on the ledger 
prior to the first of the month. 


In order to do this we suggest that 
when credits are made to the respective 
trust accounts, a charge be made to a 
“wash account” which might be called 
“anticipated postings,” which account 
would run an increasing debit balance as 
the postings were made. This debit bal- 
ance would then be washed out on the 
first of the succeeding month, when the 
coupons and dividends are actually col- 
lected. If the collection of bond interest 
and dividends is under proper control 
you will not, of course, improperly credit 
income in anticipation of its collection. 
However, since errors sometimes occur, 
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you can prevent the payment of antici- 
pated income by proper instructions to 
your Remittance Division. 


Asset Accounting 


What is considered to be an econom- 
ical method of posting so-called “asset 
ledgers?” 


In many Trust Departments there are 
duplicate records of assets held. Some- 
times, in addition to the asset ledger, we 
find a similar record in the Investment 
Division or in some other part of the 
Trust Department. It was generally 
conceded, therefore, that the asset led- 
ger should be complete and that it should 
show not only the accounting control 
figures, but also, information with re- 
spect to how each particular security 
was acquired, the purchase price or the 
inventory value, and any other pertinent 
information. By having the asset ledger 
complete with this information, it is pos- 
sible to eliminate duplicate records in 
the Investment Division or elsewhere in 
the Trust Department. 


The second portion of this problem, the 
adoption of mechanical equipment, seems 
to have been solved by several compan- 
ies who employ the use of bookkeeping 
machines which simultaneously post sev- 
eral different records. One company 


uses a bookkeeping machine to post the 
asset ledger card, a duplicate to be filed 
by securities, and a third copy for the 
Investment Division. 

It would seem that by having a com- 
plete asset ledger, the necessary number 

















The Problem Child 
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of copies of which would be produced at 
a single operation, substantial economies 
in operation would be effected. 


What should be done to avoid unnec- 
essary handling of worthless securities? 


Most examiners object to the filing of 
worthless securities with the correspon- 
dence and insist upon some sort of con- 
trol. The entering of these items in the 
inventory and appraisement necessitates 
their being set up on your books and 
eventually accounted for in court. Per- 
haps also, in running lists of securities 
for review by your Investment Depart- 
ment, these worthless items will automat- 
ically be included in the list so that your 
investment officers will be compelled to 
wade through just so much “dead wood.” 


In order to eliminate this condition it 
is suggested that ail assets be examined 
before they are entered on your books 
and, if it is found that any are definitely 
worthless because the company has sur- 
rendered its charter or the charter has 
been revoked for nonpayment of taxes, 
then such assets should not be included 
in the inventory and appraisement. So 
that they will not become lost, however, 
you can make out a form of ticket to be 
known as the “Worthless Security Con- 
trol,” which tickets can be filed both by 
account and by security. The securities 
themselves can then be placed in a special 
compartment in your vault or, if your 
vault is crowded, in some other secure 
lodging place. This so-called “Worthless 
Security Control” would not be included 
in your trust figures and would, as such, 
be merely a dormant supplemental record 
to be used only in case you desire to trace 
a particular item. 


Income Collection 


What would be an economical means of 
collecting income on bonds and stocks? 


Generally it would be safe to say that 
addressograph or some other similar 
type of equipment can be profitably used 
in medium size and large Trust Depart- 
ments. By keeping the addressograph 
plates under control of the Auditor you 
can eliminate a large portion of your 
auditing detail, expecially in those cases 
where it has been the practice to check 

















out each individual income item against 
some record in the Auditing Depart- 
ment. Addressograph equipment can be 
used for preparing the ownership cer- 
tificates, cutting advices, and posting 
media. 

Since coupon envelopes are expensive 
and since they act only as a temporary 
lodging place between the time at which 
the coupons are cut and their being sent 
out for collection, is it possible to elim- 
inate their use? 

Definitely yes. Instead of using a cou- 
pon envelope you can use either the own- 
ership certificate or what would be 
known as a “cutting advice” to which 
the coupons could be attached with an 
ordinary paper clip. I do not believe 
that this idea has been adopted except 
in some of the larger institutions, and 
from experience, we know that it is en- 
tirely practical to handle coupons with- 
out the use of expensive envelopes. A 
representative from one of the larger 
companies explained that they had saved 
approximately $2,000 by dispensing with 
the use of the envelopes. 


Remittances 


Since the making of remittances in- 
volves repetition in that similar pay- 
ments are usually made to beneficiaries 
at regular intervals, is it possible to take 
advantage of mechanical equipment for 
the job? 

Yes, but the degree to which the equip- 
ment can be adopted seems to depend 
upon the size of the Trust Department. 
Larger Trust Departments can use a 
new type addressograph machine to pre- 
pare all of their remittance forms. Med- 
ium size Trust Companies would not 
have enough volume to warrant this 
special equipment but, if they already 
have addressograph or some other type 
of duplicating machine, they can easily 
prepare plates for the preparation of 
checks and other forms used in making 
regular recurring remittances. 


Investment Review 


Since it is expensive to do a thorough 
job of investment supervision, has any- 
thing been developed along the lines of 
operating economies in this branch of 
trust work? 
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From the standpoint of accounting 
economy, the Common Trust Fund has 
much to be said in its favor. t is obvi- 
ous that the number of items to be re- 
viewed by the Investment Department 
will be materially reduced. This saving 
will then be passed on to the Cash Ac- 
counting Division, Security Account Di- 
vision, Vault, and finally right down to 
the Court Accounting. 

Representatives from several of the 
companies who have Common Trust 
Funds stated that the expense of handl- 
ing the accounting for the Common 
Trust Fund is negligible and that in 
their opinion there would be a sharp de- 
cline in operating expenses in proportion 
to the operation of the Common Trust 
Fund. 


What can the trust investment officer 
do to reduce expenses? 


He should constantly keep in mind 
that the number of items of units of in- 
vestment determines to a large extent 
the cost of handling an account and that, 
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therefore, he should, as far as practical, 
restrict the number of investments with- 
out, of course, sacrificing the security 
of corpus. 


Income Tax 


In what manner can the work of the 
income tax department be simplified? 


The procedures of the Accounting Di- 
vision and other branches of the Trust 
Department should be synchronized and 
coordinated with the Income Tax Divi- 
sion so that the income information re- 
quired in the preparation of income tax 
returns will automatically flow to the 
Income Tax Division. By arranging a 
routine in a practical manner you can 
help the Income Tax Division and elim- 
inate the necessity of their having to dig 
out information from the records of the 
Trust Department. 


Are there any mechanical devices 
which can profitably be used in the in- 
come tax department? 
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Yes. One of the leading bank equip- 
ment companies has a rather inexpensive 
machine capable of accumulating totals 
for each classification of taxable income. 
In the use of this machine you can pick 
up the opening balance and then classify 
each item of income in a separate set of 
counters by scanning the cash ledgers. 
We save approximately 40% of the per- 
sonnel time by the use of these machines. 


Court Accounting 


Granted that the preparation of court 
accounts must be a hand operation, what 
can be done to reduce the expense of this 
job? 

The most voluminous portion of an 
accounting to be filed in court has to do 
with income, which sometimes in volume 
amounts to four or five times that of the 
principal account. Since the income ben- 
eficiaries have received periodic state- 
ments of their income, preparation of an 
income accounting for filing in court is 
merely a repetition of what the income 
beneficiaries have already received. 


According to court practice it is pos- 
sible to obtain from each of the income 
beneficiaries living at the termination 
of a trust, waivers for the filing of an 
income account. These waivers are 
handed to the court at the time of audit. 

From the experience of most of the 
larger Philadelphia companies who fol- 
low this practice, it has been found that 
the work of the Court Accounting De- 
partment can be reduced as much as 25% 
since they have been able to obtain waiv- 
ers in about 97% of the cases. 


Are there any other means of reduc- 
ing costs in the court accounting divi- 
sion? 


One of the most outstanding econo- 
mies which some of the companies have 
effected is the preparation of mimeo- 
graph stencils, or some other way of 
duplicating negatives, by which the nec- 
essary number of copies of the court ac- 
counts can be prepared. From exper- 
ience we have found that by working 
stencils the typist can produce about 
20% greater volume of work because the 
collation of carbon paper is unnecessary 
and because of the ease of making cor- 





rections. Also, greater speed is obtain- 
ed because it is unnecessary to use ex- 
cessive pressure in order to prepare a 
large number of copies. An inexpensive 
stencil can be obtained for about five 
cents each. 

On the whole we feel that we can 
effect an economy at this point and that, 
in addition, the accounts present a much 
better appearance and have brought 
forth much favorable comment from our 
customers. 


Administration 


How could administrative costs be 
reduced? 

1. Have the administrative officers 
delegate as much detail work as possible 
to the respective operating divisions. 

2. Standardize procedures by the use 
of an operating manual and routine in- 
structions with regard to methods and 
policies. 

3. Assign assistant administrators to 
the senior Trust Officers in order that 
the cost of handling particular accounts 
may be reduced. 

4. Segregate the small and less trou- 
blesome accounts in the hands of admin- 
istration clerks. 


Miscellaneous 


Is there any way to eliminate the ex- 
pense of typing and retyping copies of 
wills and other trust instruments neces- 
sary in connection with the transfer of 
securities ? 


Companies with photostatic machines 
will find it to their advantage to photo- 
stat from an original negative copy, say 
two or three positives to be kept in their 
files. As these positive copies are re- 
quisitioned and used the Filing Depart- 
ment procedures can be set up so that 
they will automatically reorder addition- 
al photostatic copies as the supply be- 
comes exhausted. In the long run we 
believe that this method is more econ- 
omical than typing. 

Since no charges, to my knowledge, 
have ever been made for typing copies 
of wills and trust instruments, trust com- 
panies have, therefore, been absorbing 
this expense properly chargeable against 
trust accounts. If the photostats are 
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made in reduced size you will be able to 
charge the nominal cost against the 
respective trust accounts. If they are 
reduced about one-half their size the 
cost will run somewhere around ten cents 
per page. Following this procedure this 
expense will be absorbed by the trust 
accounts rather than by the Trust Com- 
pany. 

If you have no photographic equipment 
available, the same ideas can, however, 
be applied to the use of mimeograph or 
other forms of duplicating stencils which 
can be saved and used as a basis for 
preparing any desired number of copies. 


What are the benefits derived from 
nominee registration? 


By having all registered securities in 
the name of a nominee you will be able 
in connection therewith to make immed- 
iate sales and deliveries and thus elim- 
inate the delay entailed in transferring 
before sale and the possibility of losing 
the market or taking the broker’s due 
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bill for securities delivered in connection 
with the sale against subsequent pay- 
ment. This latter procedure, of course, 
involves a considerable risk. 

Another advantage in having all secur- 
ities in nominee name is that transfers 
can be made quickly in order to facilitate 
distribution. 

The income collection procedure is 
simplified because one check is received 
in payment of a dividend on stocks held 
in numerous accounts, whereas if the 
stock were registered in various names 
as trustee, then there would be perhaps 
a great number of checks to be handled 
and put through for collection. 


Is there any real saving in eliminating 
colored paper and how can it be done? 

Substantial savings can be made. In 
my own institution we made a survey of 
all colored forms as they came up for 
re-order and by eliminating the colored 
paper, we found at the end of the year 
that we had effected a saving of $2,000. 
It can be done by differentiating each 
form where you may have multiple copies 
all in white by the means of numbers on 
the form, such as 1, 2, 3 etc, or by print- 
ing instructions on or cutting the cor- 
ners of the form. 

Are there any economies which can 
be effected in the change of the actual 
printing of forms? 

Yes. For example, some money can 


SAN FRANCISCO 


be saved in the elimination, where pos- 
sible, of pen ruling, which is an expen- 
sive method of ruling. Also, you may be 
able to mimeograph instead of print the 
inter-office forms which are not used in 
large quantities. Elimination of all 
forms requiring the double runs by rea- 
son of overprinting will also mean a 
saving. 


Concerning nominee registration of all 
registered securities, do not the larger 
companies use the partnership form and 
if so, why? 

Yes, there are many advantages of 
the partnership form of nominee over 
that of the individual form. Partner- 
ships are usually formed by using four 
or five persons, any one of whom has the 
power to assign. The death of one or 
more will not affect the continuance 
while the death of any individual nom- 
inee would cause many difficulties. 
Again, where the individual nominee is 
used there is always the difficulty at 
the end of the year in filing affidavits 
with the Income Tax Department by the 
individuals in whose name the securities 
are registered to the effect that they do 
not own the securities but are only act- 
ing as nominee. Likewise, there is 
always a question of control involved ir 
checking with each individual to ascer- 
tain whether he received the number 


‘expected. 





Fiduciary Accounting 


RUST accountings should be made 

not less frequently than every five 
years, according to Archie F. Reeve, 
Chairman of the Committee on Fiduci- 
ary Accounting, New York State Soci- 
ety of Certified Public Accountants. 
Speaking at the April meeting which 
was devoted to the subject of Fiduci- 
ary Accounting, Mr. Reeve declared 
that if there should be a large undis- 
covered error, a delay in having an 
accounting made might endanger the 
whole estate by placing it beyond the 
period of the statute of limitations. 
This might result in serious losses to 
the estate or trust with which the exec- 
utor would be surcharged. 


Mr. Reeve also pointed out that it 
was the accountant’s duty to see that a 
complete set of books was set up to en- 
able the executor or trustee to keep 
track of capital and income separately, 
and to watch the assets to see that 
proper investments are made and correct 
income is received. 


Harry Cooper, C.P.A., discussing 
“Changes in the Tax Law Affecting 
Estates and Trusts,” said that recent 
significant court decisions interpreting 
the law and changing it from what 
many people thought it meant have been 
numerous. In fact, several of these 
decisions have already been reflected in 
amendments to the estate tax regula- 
tions. The more important changes in 
the law during the past year have not 
been the result of legislative action, 
but rather of judicial construction. 
These court decisions have opened up 
new problems in connection with pro- 
visions of the law whose meaning ac- 
countants had considered to be well 
settled. These developments under the 
new decisions are still in their early 
stage, and under the circumstances the 
accounting profession should be on the 
alert. 


Foreclosure Problems 


Speaking on “The Apportionment of 
Foreclosed Real Estate as Between 


Capital and Income,” Chester A. Allen, 
C.P.A., described, from the point of 
view of the corporate trustee, methods 
by which certified public accountants 
can be of assistance to trustees and 
lawyers in working out the complicated 
rules for apportionment of the proceeds 
from rents and sales of real property 
acquired by foreclosure or by deed in 
lieu of foreclosure. 

He said that until the adoption on 
April 13, 1940, by the New York Legis- 
lature of the Section 17-c of the Per- 
sonal Property Law, net rents from 
foreclosed property were impounded 
until the property was sold—distinctly 
a hardship on widows and children of 
decedents who left their property in 
trust. This Section places new duties on 
trustees of great importance to life ten- 
ants. As Surrogate Foley has stated in 
a recent decision* “hundreds of thous- 
ands of dollars which had been there- 
tofore accumulated, were paid out to 
life tenants upon the authority granted 
by the statute.” 

Miss Ellen L. Eastman, C.P.A., ad- 
dressing the group on “Questions Re- 
garding Estates and Trusts to Be Con- 
sidered by the Lawyer vs. Those for the 
Accountant,” stated that in the field of 
Fiduciary Accounting the court of last 
resort is the law and not the old famil- 
iar standard of “generally accepted ac- 
counting principles.” 

The acts of the fiduciary are gener- 
ally subject to review by courts of 
equity and not courts of law. Conse- 
quently, they give greater weight to 
what they consider fair and just under 
the circumstances of a particular case. 
With respect to the hard and fast rules 
of law, accounting practices must fol- 
low these rules and consequently are 
more akin to law than they are to equi- 
ty. Care, however, must be taken in 
cases where equity may cut across the 
rules of law, because strict application 
of such fixed rules might work undue 
hardship. 


*Matter of West, reported in this issue. 
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Punched Card Method of Trust Accounting 
Its Advantages and Relationship to the Trust Auditor 


and Department Generally 


FRED G. DeLONG 
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HE fundamental difference between 

punched card accounting and any 
other method is that once an entry has 
been punched in a card, that card can be 
used to affect all records without further 
human transcription, while in other 
methods it must be posted by human 
effort as many times as there are dif- 
ferent records maintained. This permits 
absolute standardization of description, 
since the card is not subject to different 
interpretations by various clerks. On 
the other hand, extreme care must be 
exercised to see that the card is correct- 
ly punched, since any mistake would also 
be carried through to all records. 


The first operation in trust accounting 
is to punch the day’s entries onto cards, 
prepare a tabulated journal sheet from 
the cards, and check the original entries 
to the journal sheet. The totals of in- 
come cash, principal cash, bonds, stocks, 
mortgages, etc. on the journal must be 
verified with the general ledger controls. 
After this departmental audit, the cards 
are ready for application to the various 
records by means of mechanical sorting 
and tabulation. Every time a report is 
produced or a record affected, the tab- 
ulator automatically prints the totals of 
the transaction cards, and these are 
again checked to the general ledger con- 
trols. In this way it is established that 
every operation is in balance. 


After the routine procedure of the 
tabulating division has been finished, 
complete statements of the assets of each 
of the trusts affected by the day’s busi- 
ness, together with the income, princi- 
pal, and security ledger sheets, are sent 
to the auditors, who verify them with 
the original entries. Since every oper- 
ation in the tabulating procedure is 
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known to be in proof, and the results of 
these operations have been verified by 
the auditors, there can be no question as 
to the accuracy of the departmental 
records. 


Up to this step there has been no 
material change in the auditing system 
through the use of punched card account- 
ing, but there is a distinct advantage 
obtained from the use of the cards in 
that all of these records are standard in 
description and form, and it is not nec- 
essary to read the complete entry each 
time it appears, since one reading is the 
same as another. It is also usual to find 
that the records and statements prepared 
from cards are in more concise form and 
are easier to handle. 


When the Examiners Come 


It is from this point on that the punch- 
ed card method is at striking variance 
with other systems. Perhaps the most 
interesting variation from the auditors 
point of view is that which is followed 
when the bank examiners arrive. The 
first request of the examiners is for 
statements of the assets of each trust 
for verification with the securities held 
in the vault under dual control of an 
auditor and an officer. The punched 
cards carrying the assets by account are 
started through the tabulator and the 
resulting statements are delivered to 
two examiners who verify the balances 
and forward the statements to other ex- 
aminers in the vault. Because of the 
speed of production of these statements 
and their ease of handling, the count 
of securities is accomplished in less than 
half the time required when the records 
were kept under the former system. 


While the security verification is under 
way, the tabulating division furnishes 
other reports, such as lists of the trusts 
holding securities of corporations of 
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which bank officials are directors. These 
reports are automatically analysed to 
show the totals by investment power 
categories, and eliminating from the 
grand total the holdings of accounts in 
which the bank has no responsibility for 
the investments held. Another report, 
which is practically unobtainable except 
through the use of punched cards, is an 
analysis of all the accounts in the trust 
department showing the number of ac- 
counts, their book value and uninvested 
cash, in each of various categories such 
as voluntary revocable, voluntary irre- 
vocable, guardianships, court trusts, etc. 
This report can be run at the rate of 
about 2000 accounts an hour. The ac- 
curacy of the punched card method is 
confirmed by the fact that in the past 
three examinations during which the 
tabulating division has been operating, 
the examiners have reported no excep- 
tions to any of the information supplied 
through the use of the cards. 


Although the total time spent by the 
tabulating division in preparing state- 
ments and reports for the examiners is 
about three days, the eurrent work of 
the department is uninterrupted, and all 
records are posted daily just as if there 
were no examination being conducted. 
Under the former system, the daily en- 
tries were held up for about two weeks, 
with the resulting confusion and over- 
time work. There is now no overtime 
in the tabulating department during an 
examination. 


Valuable By-Products — Tax 
Information 


While not directly in the province of 
the auditor, certain other by-products of 
considerable value are available because 
of the multiple use of the punched card 
which has been audited at its inception. 
One of the more important uses of the 
cards is the analysis of income for tax 
purposes. On January 2 the tax depart- 
ment receives detailed income analyses 
for every account. These are followed 
several days later by compact summaries 
set up in the order of the items on the 
return. As a result, the tax department 
is able to furnish the returns before the 
middle of February, with the exception 
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of those for which cost prices have not 
been received from the donor. 

A further use of these cards is made 
in preparing statements of the year’s 
income analysed on a basis of the stabil- 
ity of that income. The investment offi- 
cers find these reports of considerable 
value in contemplating investment pro- 
grams. 

The personal property tax return is 
now made almost entirely in the tabu- 
lating division. The tax department is 
given a list of the names of taxable 
securities held in taxable accounts as of 
December 31. The list is priced as of 
January 1 and returned to the tabulating 
department, where all the remaining 
work of extending market value and fig- 
uring the tax is completed. Lists of 
refund claims are also prepared from 
cards which eventually become the cred- 
its to the accounts as the refunds are 
received. 


Expediting Information 


A daily trial balance of all accounts 
is run and verified with the general 
ledger. The form shows income cash, 
principal cash, and book value balances, 
and designates trust officer, investment 
officer, and the investment powers of each 
account. Copies of this trial are sent to 
the several departments every morning, 
making immediately available all balance 
information and thereby eliminating in- 
numerable telephone calls for balances 
and ledger sheets. A trial of this kind 
can be run at the rate of 4500 accounts 
per hour. 

Annual reports frequently requested 
of the auditor by the bank management 
can be done entirely or greatly expedited 
by the use of punched cards. One is a 
study of the number of accounts and 
total value by type of account. Another 
is a study of the number of accounts in 
groups by value and showing the amount 
of fees earned in relation to the size and 
activity of the account. The step from 
such reports to the complete cost account- 
ing is relatively simple. 

The auditing of statements issued to 
customers is practically eliminated, since 
they are run from the same punched 
cards which were audited as the trans- 
actions occurred. This results in an 
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appreciable saving of auditing work at 
a time when other activity is normally 
at its peak. 


Collection Controls 


The punched card is of great assist- 
ance to the auditor in the control of in- 
come collection. The security records in 
the tabulating division produce a list of 
the coupons due for collection any given 
month. The vault auditor uses this list 
as a check on the cutting of the coupons. 
After the cutting is finished the tabulat- 
ing department prepares collection tick- 
ets which the trust collection department 
uses to count the coupons. Ownership 
certificates on corporate issues are auto- 
matically prepared in complete form at 
the same time. 

When the date is set for sending the 
coupons out for collection, the tabulat- 
ing control cards are run to establish a 
total of the interest due, and the coupons 
to be presented must agree with this fig- 
ure. A new total of the cards is obtained 
on the day the interest is due, and if this 
figure is at variance with the earlier fig- 
ure because of the receipt or delivery of 
securities during the last few days of 
the month, the difference must be ac- 
counted for by the collection department. 
This prevents the placing of maturing 
coupons in the vault in error. 


Collection of dividends is also readily 
controlled from the audited punched 
cards. As declarations of dividends are 
published, a master card is noted with 
the rate per share, the dates of record 
and payment. These cards are filed by 
date of record, on which day the cards 
in the security ledger are pulled and re- 
produced under control. Where neces- 
sary because of a change of rate, new 
income amounts are punched and veri- 
fied. The new cards are listed on a divi- 
dend map, on which totals are automatic- 
ally printed for each nominee as well as 
for individual registrations. 

Letters are sent to paying agents for 
confirmation of nominee holdings. The 
cards are filed under date of payment, 
at which time they are listed to produce 
the credit entry after which the cards 
are combined with the remainder of the 
day’s transactions. Cards bearing nom- 
inee registration are reproduced and filed 
separately, to be used at the end of the 
year to prepare the necessary form 1087 
to accompany the nominee return. 


Additional Uses 


The punched card method also lends 
itself advantageously to the accounting 
work of the real estate department. 
Each property or mortgage is handled 
much as if it were a trust account, and 
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every operation is under similar audit 
control. In addition, rent arrears lists, 
defaults of interest or principal pay- 
ments on mortgages, vacancy lists, and 
other reports of similar nature are read- 
ily produced. Analyses of property oper- 
ations can be made in various and re- 
vealing forms for inclusion in commit- 
tee reports. Property management com- 
mission studies are also of much interest 
to the bank officers, and are a by-product 
of the accounting work. 


Among other reports in which the aud- 
itor has no direct interest but which are 
available in accurate form because of 
the control maintained over the punched 
cards, the following are of considerable 
value to the trust department: 

Estimated annual income statements. 
Special reviews of account assets for 
committee study. 

Statements of assets for all trusts as 
of December 31 for the tax files to aid 
in subsequent audits by the tax ex- 
aminers. 

Lists of holders of securities showing 
the various provisions of the trust agree- 





Here is competent advice on two vital investment problems— 
take greatest advan- 


tage of the long-term and cyclical trends, and hedging the invest- 
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How to select and fit individual se- 
curities into your investment plan 

How to add sensible safeguards to 
protect you against loss 

How to build reserves and maintain 
adequate income 

How to hedge an estate plan 
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ments. These lists are run for each of- 
ficer and show only his accounts. 

Bond maturity lists and notices to the 
investment officers of the amount of cash 
which will be available for reinvestment. 
Called bonds are included in this re- 
port. 

Daily reports for each investment of- 
ficer showing the security purchases and 
sales which have been completed in the 
day’s business. 

Monthly reviews of all assets in the 
trust department for the security anal- 
ysis division. These reports are broken 
down by type of debtor, and show separ- 
ate totals according to the investment 
powers of the accounts. 





Bank Auditors Set Meeting 


The National Association of Bank Audi- 
tors and Controllers will hold its seven- 
teenth annual convention Oct. 8 to 11 at the 
Palmer House, Chicago. C. Edgar John- 


son, assistant vice president of the First 
National Bank of Chicago, has been ap- 
pointed general chairman of the convention 
committee. 


























Defense Bonds for Trust Investment 
Features of Series F and G Issues under New Regulations 


HE Secretary of the Treasury, pur- 
suant to the authority of the Sec- 
ond Liberty Loan Act as amended, has 
announced a new offering of Savings 
Bonds to be issued May 1, 1941 and 
monthly thereafter. The new offering 
will consist of three separate series to 
be known as Series “E,” “F” and “G.” 
As to the Series “E” Bonds, succes- 
sors to the “baby bonds” of Series D 
designed for individual investment, 
they can be registered only in the name 
of one individual or of two individuals 
as co-owners or of one individual and 
one individual as beneficiary. Not 
more than $5,000 maturity value origin- 
ally issued to any one person during 
any one calendar year may be held by 
that person at any one time. 

Series “F” and “G” Bonds are of 
special interest to trustees because in 
addition to the individual registration 
both the “F” and “G” Series will also 
be available to associations, partner- 
ships, corporations or trustees, at rates 
comparing most attractively with yields 
heretofore available. The aggregate 
amount of bonds of either Series “F” 
or Series “G” or of the two series com- 
bined originally issued to any one per- 
son during any one calendar year that 
may be held by that person at any one 
time may not exceed $50,000 (issue 
price). 


Bonds of Series “F” will be issued 
on a discount basis at 74% of their 
maturity value. No interest as such 
will be paid on the bonds, but they 
will increase in redemption value at 
the end of the first year from issue date 
and at the end of each successive half- 
year period thereafter, until their ma- 
turity, 12 years from date of issuance, 
when the face amount becomes pay- 
able. The increment in value will be 
payable only upon redemption of the 
bonds. The purchase of bonds of 
Series “F” has been arranged to afford 
an investment yield of about 2.53% per 
annum, compounded semi-annually, if 
the bonds are held to maturity. If the 
owner exercises his option to redeem a 
bond prior to maturity, the investment 
yield will be less. 


Advantages of Series G to Fiduciary 
Accounts 


Bonds of Series “G” seem to be par- 
ticularly desirable for trustees. Bonds 
of this series will be issued at par and 
will bear interest at the rate of 214% 
per annum, payable semi-annually from 
date of issue. Interest will be paid by 
check drawn to the order of the regis- 
tered owner and mailed to his address. 
Interest will cease at maturity, which 
is fixed at 12 years after date of issu- 
ance or, in case of redemption before 
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maturity, at the end of the interest per- 
iod next preceding the date of redemp- 
tion. However, in case of redemption 
prior to maturity, the redemption price 
is fixed at a point below par, depending 
upon the period held, and in accordance 
with published redemption values 
which appear on the face of the bond. 


The uncertainty of the tenure of 
many trust accounts and forced redemp- 
tion at a discount at the time of term- 
ination of a trust might raise certain 
legal questions regarding disposition of 
principal and income. This difficulty 
has been overcome in the case of Series 
“G” Bonds by regulations specifically 
providing for this contingency. The 
preliminary regulations as issued by the 
Treasury Department provide that 
bonds of Series “G” may be redeemed 
at par: 


1. Upon the death of the owner or 
co-owner, if a natural person; or 

2. As to bonds held by a trustee or 
other fiduciary, upon the death of 
any person which results in term- 
ination of the trust in whole or 
in part. 


If the trust is terminated only in part, 
redemption at par will be made only 
to the extent of the pro rata portion of 
the trust so terminated to the next 
lower multiple of $100. In any case, 
request for redemption at par must be 
made within four months after the date 
of death. and in accordance with the 
regulations covering Savings Bonds. 


Although the complete regulations 
are not available, it is anticipated that 
both Series “F” and “G” Bonds will be 
re-issuable on the basis of their orig- 
inal terms to the beneficiary or bene- 
ficiaries of trusts which terminate 
either by death or for any other reason. 
It is assumed that this option can be 
exercised in lieu of redemptien at par 
when the trust terminates by reason of 
the death of any person. 


“If this war is fought to exhaustion, we 
will find at the end of the road of all our 
bloodshed and suffering—not a democracy, 
but an authoritarian regime of the Right 
or the Left.”—Arthur Greenwood, the Brit- 
ish Labor leader. 


TRUSTS and ESTATES—April 1941 


State Can’t Afford to Hold Own Bonds 


The invested funds of New York State 
have climbed above the $300,000,000 mark 
for the first time, according to a report is- 
sued recently by Comptroller Morris S. Tre- 
maine. In 1927, at the end of Mr. Tre- 
maine’s first year in office, par value of 
invested funds was $118,102,961. The aver- 
age yield of the long list of investments 
held by the various funds is approximately 
3% per cent, and no losses are recorded in 
interest or principal. More than half of 
the total invested funds are in New York 
City bonds. Over $20,000,000 are in Feder- 
al Housing Administration mortgages. New 
York State bonds are missing from the 
portfolio because, as Mr. Tremaine ex- 
plains, “the yield is so low that the State 
cannot afford to own any of its own bonds.” 


a 


Baby Bond Sales 


Under a law signed by President Roose- 
velt, the sale of tax-free federal securities 
was to be prohibited after February 28, 
1941. Baby bonds were the only ones on 
sale that day and there was a small rush 
on post offices throughout the country, 
bringing the total of Americans who own 
baby bonds to over a million. Since in- 
augurated in 1935, sales have amounted to 
$3,706,093,674 cash, or about $4,941,458,232 
face value. About $400,000,000 worth have 
since been cashed in. 


——_——_9———_—_ 
Trust Earnings in Massachusetts 


Trust department income in ten Boston 
banks, according to the latest monthly re- 
view of the Federal Reserve Bank of Bos- 
ton, amounted to 11.1 per cent of total cur- 
rent income for 1940. For 232 banks out- 
side Boston, trust department income 
amounted to 3.2 per cent of total earnings. 
Net current operating earnings for banks in 
both groups, taking in all banking activities 
conducted by those banks, is 1.2 per cent 
of the total current income. 

ee 

Detroit, Mich.—The First National Bank, 
which was not permitted to reopen after 
the Michigan bank holiday of February 
1933, although local bankers had insisted 
that the bank was sound, has nearly 
$28,000,000 available to pay interest claims 
of depositors. The bank has already paid 
off 100 per cent on depositors’ claims and 
the remaining assets will be enough to pay 
8 per cent on the 13 per cent due. 





THE Wor.LbD 
isn’t coming to an end... 


ND we in this country have a job to do. Doing 
Arun job outstandingly well is, we feel, the very 
essence of maintaining the strength of our country, 
of the institutions which we serve and of ourselves. 
And we believe, too, that world-rocking events 
make the best possible performance of one’s own 


job more, not less, essential. 


It is our intention, tradition and practice to tackle 
our particular assignment by remembering the past 
but keeping an eye on the future; by putting origi- 
nal first-hand thinking to work on investment 
problems ; by keeping close and interested personal 
contact with the market for all bonds, even when 
we are not directly concerned with those bonds, for 
the benefit of our clients; and, above all, by being 
positive rather than passive in the face of unsettle- 
ment, discouragement and indecision. This policy 
and these methods we respectfully offer to the 


institutional investor. 
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AKING the keynote from Alfred H. 
Hauser, investment trust officer of 
the Chemical Bank and Trust Company, 
who pointed out the difficulties of pres- 
ent-day investing, the Investment Com- 
mittee of the Personal Trust Round 
Table, New York Chapter, American In- 
stitute of Banking, presented its report 
on trust fund investments in a war 
economy at the March meeting. 


The important question, according to 
Chairman James J. Lynch, of Standard 
& Poor’s, “is what policy should be fol- 
lowed during the war in order to place 
your trusts in a position to go through 
any depression or correction period which 
may present itself at the end of the war. 
An example of the price depreciation 
both in bonds and stocks after the last 
war was over, calls for a cautious policy 
toward securities as a whole and the 
gradual working toward the strongest 
quality and shortest maturities possible 
under the income requirements of each 
particular trust. 


“Money bonds, as measured by our 
long term government index, at the end 
of the war showed a relatively stable level 
during 1919, with bond prices then very 
close to a price of 84. The high for the 
year amounted to 85.3, the low, to 84. 
However, in 1920, as business conditions 
slackened and interest rates tightened, 
with excess reserves completely elimin- 
ated, government bonds established a low 
of 79.3, moving down from 84.4, as of 
January,” Mr. Lynch said. 


“Credit bonds, on the other hand, de- 
clined from a price of 86.9, as of January, 
1919, to 81.3, as of December of that 
year. The bonds continued to show 
weakness in 1920, establishing a low of 
75.7 in August of 1920. This was a rela- 
tively favorable showing and brought 
about by the ability of many companies 
to strengthen their financial positions 
during the length of the war, and thus, 
were in a relatively favorable position 
to continue to pay interest during the de- 
cline in business which was witnessed 
in 1921. 


Investment in a War Economy 





“The question naturally arises as to 
what market performance the two sec- 
tions of the bond market are likely to 
have at the end of the war, and while it 
will be necessary to wait for some time 
to see how much financing the United 
States Government will do during this 
war, it is quite possible that if the war 
is ended with our monetary situation 
about as easy as is now the case, money 
bonds as measured by U. S. Governments 
will give a relatively favorable account 
of themselves—better than that which 
was witnessed after the past war. 


“Since it is almost a foregone conclu- 
sion that a depression period of sizeable 
magnitude will present itself after the 
war, credit bonds are likely to be ex- 
tremely vulnerable from a market stand- 
point with prices as low as, if not lower 
than, those witnessed after the first 
World War, and, under such circum- 
stances, the logical policy would appear 
to be to continue to buy high quality 
bonds at this stage of the market and 
for the duration of the war, continuing 
to liquidate those medium grade bonds 
and stocks which are now responding or 
have responded favorably to the upward 
trend of business brought about by war 
orders,” Mr. Lynch concluded. 


Industry Outlooks 


A member of the Committee, A. James 
Ghersen, discussed the improvement now 
being witnessed in railroad earnings— 
brought about by the high level of busi- 
ness augmented materially by our de- 
fense program. He stressed the fact 
that the improvement was based on war 
business and could not be taken as a turn 
away from the long-term downward 
trend in the railroad field. On the other 
hand, considerable further improvement 
appeared to be the order of the day while 
the defense program was being carried 
forward. 


Robert Borsig of the Continental Bank 
& Trust Company pointed out that de- 
spite the fact that gross earnings of utili- 
ties were improving materially and were 









CITY DOLLARS 
GO TO WORK ON THE FARM 


URING the past seventeen years the Federal intermediate credit 
banks have placed several billions of city dollars in profitable em- 
ployment on farms and ranches and in farmers’ cooperative associations 
throughout the country. This has been accomplished by discounting 
agricultural paper carrying the endorsement of commercial banks, 
agricultural credit corporations, livestock loan companies, production 
credit associations and the banks for cooperatives. Funds for this pur- 
pose are realized through the issuance and sale of debentures. The 
soundness of enterprises financed and of local endorsing institutions 
reflects the formidable position enjoyed by the Federal intermediate 
credit banks and creates a broad national market for their debentures. 
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now at levels higher than those witnessed 
in 1929, net earnings were restricted by 
higher operating costs, greater deprecia- 
tion charges and materially higher taxes. 
His analysis of utility earnings in any 
possible depression which could present 
itself after the war, was particularly en- 
lightening and relatively encouraging 
for those trusts having a good portion 
of their funds in better-grade utility 
bonds. 

John F. Childs discussed telephone 
companies and more specifically, Ameri- 
can Tel. & Tel. His conclusions pointed 
to the fact that this company was in a 
relatively good position to cope with any 
increased costs which might be brought 
about by the war. 

Herbert Erles of the Chase National 
Bank reviewed a number of the leading 
industrial companies both as of today 
and in the first World War period. While 
sales, earnings, and dividend disburse- 
ments of the companies analyzed (Beth- 
lehem Steel; Goodyear Tire; Sears, Roe- 
buck; Swift; Texas Co.; and General 
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Motors) showed substantial increases in 
1918 over 1914, Mr. Erles cautioned 
against depending on similar effects as a 
result of present war conditions, since 
greater labor costs, taxes, and govern- 
ment restrictions are likely to distort the 
picture. 





Mortgage Investment Funds 
Show Good Yield 


Through the organization of common 
or co-mingled trust funds and mortgage 
investment funds, now legal in Pennsyl- 
vania, corporate fiduciaries have been 
provided with a practical means for di- 
versification of investment and an en- 
hanced income return on fractional parts 
of large estates and on part or all small 
estates. That was the thesis of an ad- 
dress recently given before the Kiwanis 
Club of Norristown, Pa., by G. Fred 
Berger, treasurer of the Norristown 
Penn Trust Company. Mr. Berger, who 
is chairman of the mortgage investment 
fund committee of the Pennsylvania 
Bankers Association, spoke on “Antici- 
pating the Changing Trust Investment 
Problem.” He reviewed the steps lead- 
ing to the legalization of common trust 
funds in Pennsylvania. 

“By the use of mortgage investment 
funds,” said Mr. Berger, “funds up to 
$10,000 principal in any one estate may 
be invested in the mortgage field (there 
is also permitted purchase of U. S. Gov- 
ernment or Commonwealth of Pennsyl- 
vania bonds to a limited extent). The 
theory on which the mortgage investment 
funds are based is similar to that of the 
mutual savings banks, providing for 
mutual protection of participations 
issued and a reasonable and stable in- 
come for interested beneficiaries. All 
mortgage investments must be in amor- 
tized form, cash reserves are required 
as an integral part of the fund, and fur- 
ther limitations are required of amounts 
of participations which may be issued to 
an individual trust so that the funds 
are not permitted to become over-ex- 
tended. Provision is also made for the 
accumulation of a reserve for any losses 
which may occur, thereby providing add- 
ed safety of principal for all partici- 
pants.” 









On Buying Income 


FRANKLIN B. KIRKBRIDE 


HEN, sometime 

‘before the crash 
of 1929, Secretary of 
the Treasury Mellon 
expressed the opinion 
that sound bonds were 
in an attractive buying 
range, the implication 
was that stocks were a 
sale. The reasoning 
: behind the statement 
_ Was undoubtedly based on the compara- 
tive yields of sound bonds and invest- 
ment stocks at that time. 


Today the picture is reversed. Our 
great corporations and governmental 
bodies are selling to the banks, insur- 
ance companies and direct to the investor 
low coupon bonds at fancy prices. The 
current situation takes one back to the 
last years of the nineteenth century, 
when the supply of money available for 
investment went begging, refunding of 
high coupon issues was the order of the 
day and new money was readily available 
on a 3% basis. This was an amazing 
situation in the eyes of those who then 
held bonds with 7% coupons attached. 
Before money rates hardened with the 
passing of time, the conviction became 
so general that low interest had come to 
stay, that some even predicted interest 
would disappear and that all capital fin- 
ancing would be done through equity 
issues. 

Those who bought prime bonds in 1890 
and held on to them not only received 
meager income, but in 1920 saw the prin- 
cipal value of their investments cut in 
half. The same thing happened to those 
who bought sound investment stocks in 
1928/1929, for in 1932/1933 the bottom 
had dropped out of the stock market. 
Scant income, dwindling capital in both 
cases. 

* * * 
HESE bits of history indicate the 
importance of recognizing the ade- 
quacy of income yield when considering 


investment policy. It is not the only 
factor, but an absolutely necessary one 
to consider if investment rather than 
speculation is the goal. 

Today even comparatively riskless in- 
vestment in prime bonds means forego- 
ing all but a tiny fraction of what would 
in the past have been considered a nor- 
mal return on one’s money, while the 
present yield on many good stocks is 
abnormally high. 


It is easy to understand why banks 
and insurance companies buy bonds ir- 
respective of income yield, for they are 
concerned with dollars rather than the . 
cost of living. The appeal of tax-free 
bonds to the very rich is also under- 
standable. 

For the great mass of those who live 
on the return from invested capital or 
who save and invest to supplement earn- 
ed income, the problem is quite different. 
In spite of possible dollar devaluation, in 
spite of mounting taxes, in spite of war 
uncertainties and inevitable complicated 
peace adjustments, the average investor 
must try to obtain income adequate to 
maintain his standard of living. 

There are two fundamentals inherent 
in all investment of capital—risk and 
change. Accepting these factors as bas- 
ic, it becomes necessary to read the word 
“reasonable” into the picture. Whether 
for good or ill, huge capital gains on one 
side or total loss on the other seldom 
happen to the careful investor. The 
generalization of a wise student of his- 
tory and economics “when nobody can 
say anything good about an investment, 
go and buy it” needs qualification, just 
as “never hold what the mob bids for 
with insistence” may be likewise a pol- 
icy of perfection that can also lead 
astray. 

* * * 
ODAY, it is one thing to hold bonds 
yielding inadequate income in order 
to be in cash for Friday the thirteenth, 
when the bottom may have dropped out 
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of the stock market and the bargain 
counter is available for all with courage 
and the conviction that the capitalist 
system is not finished. It is quite an- 
other matter to buy such bonds in the 
belief that low interest rates are here 
to stay and that government can nullify 
the law of supply and demand perman- 
ently. It can be forecast with assurance 
that some day the pendulum will swing 
and when it does the 1890-1920 change 
in interest rates from low to high may 
be repeated, for the price of money is 
not permanently static. Inflation, de- 
pression, a myriad of other influences, 
enter into the picture and in spite of 
government controls it is not possible 
to peg the price of money permanently, 
any more than the cost of living. 


Today it is particularly hard to fore- 
cast the future. Where income is need- 
ed to provide for living costs can one do 
better than to seek investments that 
yield an adequate return, that are in 
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growing industries essential to both 
peace and war economy, where manage- 
ment is good, capital structure is sound 
and improving and where the perform- 
ance of the particular security is better 
than the market as a whole? 


* * * 


UCH an investment policy leads often 

to unexpected capital gains and ex- 
tra dividends. What better hope for 
conservation of capital and increasing 
income can there be than where con- 
sumer satisfaction with the product or 
service calls for steadily increasing out- 
put at a fair price, where the relations 
between capital, management, labor and 
the buying public are based on confidence 
and mutual esteem, where capital struc- 
ture is so strong that expansion can be 
financed through profits, where debt is 
absent or nominal, where equity is im- 
proving. Under such conditions the ups 
and downs of the business cycle hold no 
terror for management and there is rea- 
sonable assurance that the wages of cap- 
ital, as well as of management and labor 
will be paid in bad times as well as good. 


There is no better time than today to 
re-appraise investment holdings. It is 
not a bad thing to refresh one’s memory 
by reviewing the price range of British 
consols, of United States government 
bonds and of the commodity price index 
as a preliminary step. Then be realis- 
tic as each item in the portfolio is ap- 
praised. It is not as difficult to separate 
the sheep from the goats as one would 
imagine. This investment philosophy is 
based on facts readily obtainable, but 
does require knowledge and experience 
if it is to be interpreted correctly. 
Courage in effective action is the final 
step. 


The typical common stock among the 
577 dividend-payers on the New York Stock 
Exchange is yielding 7.2 per cent on the 
basis of current price and 1940 dividends. 
Of those common stocks paying dividends, 
288 showed a return ranging from 7.2 per 
eent to over 12 per cent, and 288 a return 
of less than 7.2 per cent. 
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Where There’s A Will... 


ARTIN T. MANTON, former Fed- 

eral judge who was ultimately sen- 
tenced to a Federal penitentiary for 
bribery, was recently removed as execu- 
tor of the estate of James J. Sullivan by 
an order signed by Surrogate Albert 
Wingate of Brooklyn, N. Y. The peti- 
tion to remove Manton was filed by Mr. 
Sullivan’s widow, residuary legatee ... 
The above brought to mind a story told 
by Nicholas Murray Butler in the first 
volume of his memoirs, “Across the Busy 
Years.” About a year after Harding 
assumed the presidency, a vacancy oc- 
curred on the United States Supreme 
Court. The person most actively urged 
on the president was then a member of 
the U. S. Circuit Court. Pressure on 
the president was great and Harding 
was impressed by the candidate’s vigor- 
ous and influential support. Dr. Butler 
opposed the appointment and after much 
discussion, Harding agreed to appoint 
Pierce Butler to the Supreme Court in- 
stead ... The name of the other judge 
was Manton !!... 


The Rhode Island Hospital Trust Com- 
pany of Providence, was appointed execu- 
tor of the estate of the late Herbert W. 
Rice, local industrialist, banker and civic 
leader. He was president and treasurer, 
for thirty years, of the well-known U. S. 
Gutta Percha Paint Company, president 
of the Morris Plan Company of Rhode 
Island and vice president of the Peoples 
Savings Bank of Providence. Mr. Rice 
had been active for many years in the 
Providence Community Fund, Y. M. C. A. 
and Homeopathic Hospital. He was 
formerly president of the Paint Manu- 
facturers Association of the United 
States. 


For three years George Adam Ruge 
spent his nights sleeping on the New 
York City subways. To the habitual 
night pasengers he was a pitiful figure, 
a destitute old man with a white beard, 
and occasionally someone would drop a 
coin in his battered hat. A short while 
ago they began missing him. George 


Ruge had given up his subway lodgings 
and those who read the papers carefully, 
learned that this old man had fallen heir 
to $7,000 in cash together with a revenue 
paying estate left to him by his brother. 
His name had been mentioned on the 
“Court of Missing Heirs” radio program 
and friends notified him of his good for- 
tune. Mr. Ruge now occupies the sole 
suite in the Mills Hotel, parlor, bedroom 
and bath. 


The late Lucy Lamont Gavit, widow 
of John Palmer Gavit, former editor of 
the New York Evening Post, named J. 
P. Morgan and Company executor of her 
estate. Mrs. Gavit was a sister of 
Thomas W. Lamont, senior partner in 
the firm of J. P. Morgan and Company. 
Central Hanover Bank and Trust Com- 
pany, also of New York, was appointed 
sole executor of the estate of the late J. 
Sterling Getchell, one of America’s lead- 
ing advertising men, founder and head 
of the firm of his name in New York, 
among the ten largest in the country 
with accounts high in the social register 
of American industrial and commercial 
enterprise, such as Chrysler Motors, 
Chesterfield Cigarettes and Socony-Vac- 
uum, for whom he created the “Friend- 
ly Service” theme... 


The $2,000,000 estate of the late Ed- 
ward W. Murphy, New York lawyer, has 
precipitated a serious squabble in Con- 
necticut, where letters of administration 
were recently granted to Mr. Murphy’s 
son. The father left a will with only 
two signatures; Connecticut law requires 
three. The will left one third of his for- 
tune to his housekeeper and one third 
to his butler, who are seeking to have 
the will probated in New York, where 
only two signatures are necessary. A 
former secretary challenged the will, say- 
ing it was procured by fraud and that 
she was to have been his heir. The 
Connecticut Probate Court recently ruled 
that the elder Murphy died intestate and 
the estate must revert to his son, who 
is the only heir-at-law... 
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Thomas A. Russell, whose recent death 
has bereaved Canada of one of her great- 
est industrial figures, named the Toronto 
General Trusts Corporation as co-execu- 
tor, with his two sons, of an estate valued 
at approximately one million dollars. The 
estate is diversified in stocks, bonds, real 
estate, life insurance and cash. Mr. 
Russell began his business career in 1900 
as secretary of the Canadian Manufac- 
turers Assn. During the first World 
War he served as head of the Purchasing 
Department for Motor Transport, and 
acted in an advisory capacity to the Im- 
perial Munitions Board... 


Does man bite dog? ... We’re all used 
to the benevolent gentry who leave their 
hard, or maybe not so hard earned dol- 
lars to animals. But it’s going to be a 


lot more difficult for us to get accus- 
tomed to the animals reversing the pro- 
cedure and leaving a bequest to some 
poor, unsuspecting human... In Phila- 
delphia, a Mrs. Elizabeth Shrouds has 
inherited $9,789 from a dog named Chico, 


Courtesy - Johnston, N. Y. World-Telegram 


who had been in her care for five years. 
The money was originally set aside in 
trust by Mrs. Katherine B. Pearse for 
her pets after her death in 1984... 
Don’t be surprised if you pick up your 
paper one of these Spring mornings and 
find your local trust company advertis- 
ing, “Has Your Dog Made His Will 
ae 


While on the subject of unusual wills, 
you may not have heard of John R. Hard- 
ing of Scottsville, Va. who left notes to 
each of six friends who acted as pall- 


TRUSTS and ESTATES—April 1941 


bearers at his funeral. The notes read, 
“Remember me when I’m gone,” and to 
each was pinned a hundred dollar bill... 
And did you hear of the will which left a 
pair of pants to each heir to be auctioned 
off for a dollar a pair. After all were 
sold the heirs found, upon investigating, 
a thousand dollar bill in each pair of 
pants ... We are in favor of that fash- 
ion: trousers with a silver lining... 


A story came to this desk concerning 
the will of the late J. Norman Scott, last 
of a long string of Doylestown, Pa. tem- 
perance advocates. Mr. Scott set aside 
$1,000 to purchase liquor for his pall- 
bearers and friends at his funeral. The 
party began immediately after the burial 
and approximately 100 people attended. 
Guests said it was not sorrow that damp- 
ened the party. 


Howard Heinz, president of the H. J. 
Heinz Company of Pittsburgh of “57 
varieties” fame appointed the Union 
Trust Company of Pittsburgh as co-ex- 
ecutor of his estate. Most of the estate, 
estimated to be more than $2,000,000, 
will go to the Howard Heinz endowment, 
income from which will be used for edu- 
cational, charitable, scientific and other 
purposes. Mr. Heinz, who was one of 
Pittsburgh’s leading philanthropists, pre- 
sented to the University of Pittsburgh, 
with other members of his family, the 
million dollar chapel which is a memorial 
to his father... 


Walter Camp, Jr., son of the man 
popularly known as the “father of Ameri- 
can football,” for many years associated 
with the New York banking firm of W. 
A. Harriman, and president of Inspira- 
tional Films, Inc. until his retirement in 
1935, appointed the Citizens National 
Trust and Savings Bank of Los Angeles 
trustee under his will. He bequeathed 
to Margaret James Gise, “friend of many 
years” at the time the will was drawn, 
all his personal effects. A trust fund 
was set up for her benefit during her 
lifetime, the principal going to Walter 
Camp III, upon her death. A codicil to 
the will, dated May 18, 1939, reveals that 
Margaret Gise later became the fourth 
Mrs. Camp. His second wife was Miss 
Ruth Elder, the aviatrix... 





Personnel Changes in Trust Institutions 


CALIFORNIA 


Beverly Hills—G. J. BROOKS, cashier of 
the Beverly Hills National Bank and Trust 
Company, was elected vice president and 
trust officer, succeeding George W. Davis, 
who recently resigned that post. Mr. Brooks 
has been cashier of the bank since its or- 
ganization in 1929 and has at all times 
maintained close contact with the trust de- 
partment. 

Mr. Davis goes to the California Trust 
Company of Los Angeles, to serve as that 
bank’s representative in the Beverly Hills- 
Santa Monica area. For nearly twenty 
years he has been active in the organiza- 
tion of trust departments and the develop- 
ment of trust business throughout the State. 

San Francisco—J. W. BACON is now 
assistant secretary in the American Trust 
Company’s trust department. He was 
formerly assistant manager at the Haight- 
Ashbury office. 

San Franciscoo—CHARLES W. MEA- 
DOWS and ALBERT V. MARTIN were re- 
cently elected assistant trust officers of the 
Anglo California National Bank. 


CONNECTICUT 


New Haven—ELDREDGE P. MUNROE 
was elected assistant trust officer of the 
First National Bank. He has been con- 
nected with the trust department for the 
past six years. 

DISTRICT OF COLUMBIA 


Washington—FRANK M. PERLEY, who 
retains his title as trust investment officer 


ASHLEY M. GOULD 
Tacoma, Washington 
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V. O. FIGGE 
Davenport, Iowa 


of the American Security and Trust Com- 
pany, has recently been promoted to one 
of the four newly created posts of assistant 
vice president. 


GEORGIA 


Augusta—JOHN PHINIZY, formerly a 
director and chairman of the trust commit- 
tee since the trust department of the 
Georgia Railroad Bank and Trust Company 
was organized in 1929, was elected vice 
president and member of the finance com- 
mittee to succeed Maurice E. Dyess. A. M. 
McAULIFFE, director, was elected a mem- 
ber of the trust committee to fill the va- 
cancy created by Mr. Phinizy. 


ILLINOIS 


Chicago—Shortly following the announce- 
ment that CHARLES CARROLL, assistant 
trust officer of the Chicago Title and Trust 
Company, left for Washington where he 
will serve as Major in the Ordnance, In- 
dustrial Service, Facilities Division, the 
bank announced the appointment of WIL- 
LIAM L. BLAKE as assistant trust officer. 
Mr. Blake has worked in the bank’s trust 
department since 1929. 


Peoria—FREDERICK M. BLOSSOM has 
been elected president of the Central Na- 
tional Bank and Trust Company to succeed 
his father, the late F. F. Blossom. The new 
president has been actively associated with 
the bank since 1919 and has been a vice 
president since 1935. At the same time 
FRANK C. MAYNE, JR., trust officer since 


. D’ARCY McGEE, K.C. 
Ottawa, Ontario 
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1934, was promoted to vice president and 
trust officer. 


INDIANA 


Wabash—RALPH V. SHERPING, assist- 
ant cashier and trust officer of the First 
National Bank, has resigned his post to 
join the Nixon newspaper organization. 


IOWA 


Davenport—The Davenport Bank and 
Trust Company recently elected V. O. 
FIGGE president of the institution to fill 
the vacancy created by the resignation of 
E. P. Adler. Mr. Figge had served the bank 
as executive vice president since its organ- 
ization in 1932. 


KANSAS 


Topeka—JOHN E. MERRIAM, vice pres- 
ident of the Central National Bank, was 
elevated to that bank’s presidency, suc- 
ceeding J. R. Burrow, recently deceased. 
J. EARNEST JONES advanced from vice 
president to executive vice president. Mr. 


Merriam is likewise vice president and sec- 
retary of the Central Trust Company, of 
which Mr. Burrow too was president. He is 
also expected to succeed to that office. 


MARYLAND 


Cumberland—CHARLES A. PIPER was 
named president of the Liberty Trust Com- 
pany to succeed the late W. Russell Brewer. 
JOHN J. ROBINSON, formerly assistant 
secretary and trust officer, was elected 
treasurer. 


NEW YORK 


Dunkirk—T. P. HEFFERNAN has been 
elected president of the Lake Shore Na- 
tional Bank to succeed Edward Madigan. 

New York—The Grace National Bank re- 
cently announced the promotion of A. M. 
HEANEY and W. J. HUSSEY from as- 
sistant trust officers to assistant vice pres- 
idents. M. J. GRIMM and F. L. HYER 
have been appointed assistant trust officers. 


TENNESSEE 


Nashville—E. H. MEEKS, who has been 
employed in the trust department of the 
Third National Bank for the past seven 
years, recently severed his connections with 
the bank to become an assistant national 
bank examiner in the Sixth District. 


TEXAS 


Austin—RAYMOND TODD, formerly of 
the trust department of the Fort Worth 
National Bank, recently assumed his new 
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duties as assistant trust officer of the 
American National Bank. 


WASHINGTON 


Tacoma—ASHLEY M. GOULD, who un- 
til recently was trust officer in charge of 
the Glendale main office and ten branches 
of the Bank of America, is the newly elect- 
ed vice president and trust officer of the 
National Bank of Washington. 


CANADA 


Ottawa—T. D’ARCY McGEE, K. C., who 
has been vice president of Capital Trust 
Corporation, Limited, for a number of years, 
has been elected president, replacing the 
late John J. Lyons. Mr. McGee is one of 
Canada’s active philanthropists. 


Trust Institution Briefs 


Los Angeles, Calif.—The California Trust 
Company of Los Angeles is celebrating its 
20th anniversary. Beginning its corporate 
existence with a capital of $200,000 and 
surplus of $500,000 the company has en- 
joyed excellent growth. Paid up capital is 
now $1,000,000, surplus is $500,000 and un- 
divided profits are $216,425. The company 
is one of the few institutions in the United 
States devoted exclusively to trust business. 

Tampa, Fla.—Lieut.-Col. John H. Bou- 
shall, vice president and trust officer of the 
First National Bank and chairman of the 
foreign trade committee of the Tampa 
Chamber of Commerce, recently reported 
to Maxwell Field, Montgomery, Ala., for 
active military service. During his leave 
from the bank his department will be di- 
rected by Roy W. Masters and B. O. Webb. 

South Bend, Ind.—The facilities of the 
First Bank and Trust Company have been 
made available to the economics department 
of Notre Dame University to aid in the 
teaching of banking. It is the bank’s prac- 
tice to have students majoring in money 
and banking make regular tours of the in- 
stitution. 

Quincy, Muss.—The merger between the 
Weymouth (Mass.) Trust Company and the 
Granite Trust Company of Quincy is ex- 
pected to take place around May 1, accord- 
ing to Delcevare King, chairman of the 
board of the Granite Trust Company. 

Brooklyn, N. Y.—The Brooklyn Trust 
Company recently celebrated its seventy- 
fifth anniversary. On April 14, 1866, a 
special act incorporating the Brooklyn Trust 
Company was passed by the New York 





Legislature. The law authorized the Com- 
pany to act as executor and trustee, then 
a novel function for banking institutions, 
for as late as 1875 there were only 35 trust 
companies in the United States. The Com- 
pany has resources of approximately $135,- 
000,000, and while figures are not published 
for the trust department, it is understood 
that the value of assets held in various 
fiduciary capacities is greater than the Com- 
pany’s banking resources. 


New Rochelle, N. Y.—What probably is 
the smallest branch bank in the United 
States opened April 1 when the First Na- 
tional Bank inaugurated its commuters’ 
branch in the local railroad station. The 
office will occupy a niche about five feet by 
seven. 


New York, N. Y.—The Colonial Trust 
Company announced recently that because 
of the volume of business already indicated 
at its new Rockefeller Center branch, a 
lease trebling its space in the U. S. Rubber 
building has been signed. Arthur S. Klee- 
man, president, who will have his office in 
the new quarters, said, “Because of the in- 
creasing importance of Rockefeller Center 
and Sixth Avenue in particular, as a trade 
area, we have decided to center the activ- 
ities of certain departments and locate our 
chief executives at our Rockefeller Center 
office.” Activities of the trust department 
will be directed from this office. 


New York, N. Y.—What is said to be the 
first bank ever established at an airport 
will be opened at La Guardia Field about 
July 1 by the Empire Trust Company. 
Rental is announced at $3,300 yearly, and 
airport officials pointed out that 4,500 per- 
sons were employed at the field and re- 
ceived $8,500,000 a year in pay. 


Rochester, N. Y.—Employees of the 
Rochester Trust and Safe Deposit Com- 
pany are now protected by a Retirement 
Annuity Plan, providing insured pensions 
at the age of sixty-five for those who ren- 
der long periods of service to the institu- 
tion. 


Tarrytown, N. Y.—The Washington Irv- 
ing Trust Company became a $12,000,000 
institution through absorption of two Port 
Chester banks under plans worked out by 
the Federal Deposit Insurance Corp. The 
two banks to be absorbed are the First Na- 
tional Bank and Trust Company and the 
Mutual Trust Company. The Washington 
Irving Trust Company has purchased the 


423 


bank premises of the former and will oper- 
ate it as a Port Chester branch. 


Portland, Ore——Robert M. Alton, vice 
president and trust officer of the United 
States National Bank has been appointed 
a member of the 75th Anniversary Commit- 
tee of the National Board of Fire Under- 
writers. 


Lancaster, Pa.—The Lancaster County 
National Bank will celebrate its 100th an- 
niversary this coming August, and boasts 
the enviable record of not once, in the entire 
century, having missed a dividend payment. 


Rochester’s Oldest Trust Department 
Moves to New Quarters 


Another milestone in the history of 
Rochester’s financial institutions was 
passed recently when the trust depart- 
ment of the city’s oldest trust company | 
moved into handsome new quarters in 

the Exchange 
Street Build- 
ing of the 
Rochester 
Trust and 
Safe Deposit 
Company. 
Opened for 
business as 
the city’s pi- 
oneer trust 
company in 
1888, the 
trust depart- 
ment has 
ELLIOTT W. GUMAER made five 
moves in its 53 years of existence. The 
new quarters will add 1500 square feet 
of floor space to the trust department 
and will provide private offices for all 
trust officers. 

The business of the trust department 
of the Rochester Trust and Safe Deposit 
Company has more than tripled in the 
last 18 years, the total assets on Decem- 
ber 31, 1940, being over 42 million dol- 
lars. Today the department includes 23 
persons and occupies three floors of the 
new building. 

Elliot W. Gumaer is vice president and 
trust officer; Leigh H. Pierson, vice pres- 
ident and chairman of the trust com- 
mittee. 





In Memoriam 


John M. Grant 


John M. Grant, president of the Trans- 
america Corp., $150,000,000 holding com- 
pany for the Giannini banking interests, 
died recently at the age of 67. Mr. Grant 
migrated to the United States from Scot- 
land when he was 21 and served in many 
business and banking connections until 1928 
when he became associated with the Trans- 
america Corp. as vice president. In 1932 
he was elevated to the presidency. 


Arthur E. Spence 


Arthur E. Spence, assistant trust office 
the National Shawmut Bank of Boston for 
the last eleven years, died recently at his 
home in Newtonville. Mr. Spence came to 
Boston in 1910 and was associated with 
the New England Telephone and Telegraph 
Company for five years. He later was 
with the First National Bank of Boston. 


Samuel W. Hayes 


Samuel W. Hayes, a director and general 
counsel of the First National Bank and 
Trust Company of Oklahoma City, and a 
former chief justice of the Oklahoma Su- 
preme Court, died recently at the age of 
65. Judge Hayes had been active in civic 
affairs. 


J. N. Brooks 


John N. Brooks, president of the Brooks 
Bank and Trust Company and the Torring- 
ton Savings Bank, both of Torrington, 
Conn., died recently at his farm at Goshen, 
Conn. He was active in politics, manufac- 
turing and publishing. 


_———— 


Association Founder Sees Son 
President at Golden Anniversary 


It is by no means unique for a state bank- 
ers association to celebrate its fiftieth anni- 
versary, but it is nothing short of amazing 
when the founder and first president of the 
association is present to see his son succeed 
him as the fiftieth president of the same 
association. This very unusual situation 
took place on April 16 in Macon, Ga., when 
Mills B. Lane, chairman of the board of 
the Citizens and Southern National Bank, 
saw his son, Mills B. Lane, Jr., first vice 
president of the same institution, assume 
the presidency of the Georgia Bankers As- 
sociation. 
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Bank Assets Reach 108 Billion Mark 


A consolidated recapitulation of the De- 
cember 31, 1940 bank statements published 
in the first 1941 edition of the Rand Mc- 
Nally Bankers Directory, 130th edition 
to be published in the past 69 years, re- 
veals that the total assets of commercial 
and savings banks at the year-end were 
$85,643 ,262,000, and when the total assets 
of the Federal Reserve Banks of $23,261,- 
866,000 are added to that, the grand total 
is $108,905,128,000 of assets in the banks 
of America. 


The Directory lists the 15,167 banks in 
the United States and states that while 
holdings of government securities increased 
tremendously, holdings of “other securities” 
did not increase to any appreciable extent. 
In 1933, the total government bonds held 
by all commercial and savings banks was 
$8,286,932,000. Now the total is $21,055,- 
601,000. Add to that the total $5,595,000,- 
000 held by 49 life insurence companies and 
you have a total of $26,650,601,000 loaned 
to the government at low interest. 


Other information in this edition of the 
Blue Book includes bank transit numbers 
in numerical order, 1940 U. S. Government 
census figures, bank officer, directors and 
correspondents, accessible banking points 
for all non-bank towns, a five year list of 
discontinued banks and complete informa- 
tion on Canadian and foreign banks. The 
book is 2600 pages, cloth bound, and sells 
for $15 a copy delivered. 


a 


New Banking Department Heads 


M. W. Ellis, president of the First Secur- 
ity Bank and Trust Company of Charles 
City, Ia., was confirmed by the State Sen- 
ate recently as State Superintendent of 
Banking to succeed D. W. Bates, whose 
term expires July 1, 1941. 

H. D. Vaughan, cashier of the First Na- 
tional Bank of Keystone, W. Va., has been 
named State Banking Commissioner to suc- 
ceed R. Carl Andrews, only appointee of 
former Governor Homer A. Holt who was 
reappointed by Governor Neely. 

Ben A. Welch, cashier of the State Bank 
of Kingsman, Kansas, has been named State 
Bank Commissioner by Governor Payne H. 
Ratner to succeed Elwood M. Brooks. Mr. 
Welch is a former president of the Kansas 
Bankers Association. 
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INCE 1913, the birth date of the pres- 

ent Federal income tax, the basic 
principle of legitimate tax reduction for 
individuals has been division of income 
among several taxpayers. As a result 
of graduated surtax rates, the combined 
taxes payable by two or more individuals, 
or other taxable entities, on any given 
amounts of income, are necessarily less 
than a single tax payable by one indivi- 
dual on the same total amount of income. 


The most obvious and most widely 
adopted solution to the “high bracket” 
problem lies in gifts of income-produc- 
ing property, either outright or through 
irrevocable trusts. Where the donor’s 
income is in a high tax bracket and the 
donee’s bracket is much lower, the annual 
net saving in combined Federal income 
taxes resulting from gifts, whether out- 
right or in trust, has always been sub- 
stantial. At present, the sharp increases 
in surtax rates under the Revenue Act 
of 1940 afford even more attractive sav- 
ings. 

The popularity of both outright gifts 
and irrevocable trusts persists despite 
the gift tax, because both the value of 
the gift property and the gift tax pay- 
ment itself are freed from Federal and 
state estate and inheritance tax purposes 
at the donor’s death. The reduction in 
these taxes invariably exceeds the gift 
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tax payment, even after a full allowance 
for the loss of income from the funds 
used to pay the gift tax, thus resulting 
in an ultimate net increase in the value 
of the estate passing to the donor’s heirs. 


There is, of course, nothing new about 
this means of combining income tax sav- 
ings with reduction in estate shrinkage. 
The method has been adopted by numer- 
ous men of wealth since the Federal es- 
tate tax was first enacted in 1916. How- 
ever, outright gifts or irrevocable trusts 
are possible only for persons who own 
substantial amounts of property rights. 


Opportunity Denied 


HERE are at least two other broad 
classes of persons for whom Federal 
income taxes are a major problem. One 
group consists of those with large earned 
incomes in the form of salaries, profes- 
sional fees, or commissions from such 
businesses as real estate, insurance or 
brokerage. The second group comprises 
beneficiaries of trusts who are entitled 
to receive substantial amounts of income 
throughout their lives but will never be- 
come the owners of the trust principal. 
In the past, many attempts have been 
made to find some means by which per- 
sons with large earned incomes may re- 
duce their Federal income taxes. Con- 
sidered from an equitable standpoint, it 
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certainly seems illogical that persons 
whose incomes are derived from the exer- 
cise of judgment and skill should be 
denied the benefit of tax economies simi- 
lar to those available to the recipients 
of unearned income. However, the Fed- 
eral tax statutes, as interpreted by the 
United States Supreme Court, have made 
it impossible to effect tax savings by 
transferring the right to receive earned 
income. 


Doctrine of Earl Case 


HE doctrine that the earner of in- 
come may not relieve himself of in- 
come tax thereon by assignment was first 
enunciated by the Supreme Court in 
March, 1930, in Lucas v. Earl (281 U. S. 
111). The taxpayer, an attorney, had 


made a contract with his wife in 1901 to 
the effect that any property then owned, 
or thereafter acquired during the exis- 
tence of the marriage, by either husband 
or wife, including earned income, was to 
be received and held by them as joint 
tenants with right of survivorship. The 


Court assumed the contract to be valid 
under the applicable state law, but held 
that the husband was nevertheless tax- 
able upon the whole of the salary and 
attorneys’ fees earned by him during the 
taxable years in question. 

The taxpayer had contended that the 
statute sought to tax only income bene- 
ficially received, and that the salary and 
attorneys’ fees became the joint property 
of the husband and wife at the moment 
of their receipt. While conceding the 
force of this argument, the Court, speak- 
ing through Mr. Justice Holmes, laid 
down the now familiar thesis that in- 
come is taxable to him who earns it, re- 
gardless of any contract designed to ren- 
der it taxable to another. 


“But this case,” said the Court, “is 
not to be decided by attenuated subtle- 
ties. It turns on the import and reason- 
able construction of the taxing act. There 
is no doubt that the statute could tax 
salaries to those who earned them and 
provide that the tax could not be es- 
caped by anticipatory arrangements and 
contracts however skilfully devised to 
prevent the salary when paid from vest- 
ing even for a second in the man who 
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earned it. That seems to us the import 
of the statute before us and we think 
that no distinction can be taken accord- 
ing to the motives leading to the ar- 
rangement by which the fruits are attri- 
buted to a different tree from that on 
which they grew.” 


During the following years, a consider- 
able number of cases came before the 
Circuit Courts dealing with assignments 
of the right to receive earned income. 
Some of the decisions were in favor of 
taxpayers, on the ground that the facts 
were distinguishable from those in the 
Earl case, notably Hall v. Burnet (54 F. 
(2d) 483). Other cases followed the 
rule of the Earl case. (Bishop v. Comm., 
54 F. (2d) 298; Van Meter v. Comm., 
61 F. (2d) 817.) 


Recent Decisions Tax Assignor 


HE tax status of earned income thus 

remained uncertain until two de- 
cisions of the Supreme Court on Novem- 
ber 25, 1940. Helvering v. Eubank, in- 
volving assigned insurance renewal com- 
missions which had already been earned, 
held the assignor taxable on the grounds 
stated in Helvering v. Horst. The lat- 
ter case dealt with the taxability of in- 
come arising from coupons detached from 
bonds and given to the taxpayer’s son 
prior to the maturity of the coupons, 
which occurred later in the same taxable 
year. 


The majority opinion in the Horst case, 
which held the income taxable to the 
donor, is worthy of quotation at some 
length, because of the breadth of the 
Court’s statement of its views as to the 
taxability of assigned income. 


“Although the donor here, by the trans- 
fer of the coupons, has precluded any 
possibility of his collecting them him- 
self, he has nevertheless, by his act, pro- 
cured payment of the interest, as a val- 
uable gift to a member of his family. 
Such a use of his economic gain, the 
right to receive income, to procure a 
satisfaction which can be obtained only 
by the expenditure of money or proper- 
ty, would seem to be the enjoyment of 
the income... 

“. .. To say that one who has made 
a gift thus derived from interest or 





earnings paid to his donee has never 
enjoyed or realized the fruits of his in- 
vestment or labor because he has assign- 
ed them instead of collecting them him- 
self and then paying them over to the 
donee, is to affront common understand- 
ing and to deny the facts of common ex- 
perience. Common understanding and 
experience are the touchstones for the 
interpretation of the Revenue Laws. 

“The power to dispose of income is the 
equivalent of ownership of it. The ex- 
ercise of that power to procure the pay- 
ment of income to another is the enjoy- 
ment and hence the realization of the in- 
come by him who exercises it... . 

“The dominant purpose of the revenue 
laws is the taxation of income to those 
who earn or otherwise create the right 
to receive it and enjoy the benefit of it 
when paid. (See Corliss v. Bowers, 281 
U. S. 3876; Burnet v. Guggenheim, 288 
U. S. 280). The tax, ... therefore, can- 
not fairly be interpreted as not applying 
to income derived from interest or com- 
pensation when he who is entitled to re- 
ceive it makes use of his power to dis- 
pose of it in procuring satisfactions 
which he would otherwise procure only 
by the use of the money when received.” 


No New Theory 


T therefore appears clear that the 

Supreme Court has definitely refused 
to recognize for income tax purposes any 
distinction between assignments of in- 
come already earned and income to be 
earned in the future, and has taken the 
position that both types of earned in- 
come remain taxable to the assignor. 
Moreover, the Court has greatly broad- 
ened the concept of the circumstances 
under which any type of income is real- 
ized for tax purposes by a taxpayer 
whose income is accounted for on the 
cash receipts and disbursements basis. 

Since the Horst case involved a type 
of transaction of infrequent occurrence, 
its outcome is in itself of importance to 
few taxpayers. The significance of the 
decision lies, of course, in the sweeping 
language with which the Court expresses 
the view that the mere possession of the 
power to control the disposition of in- 
come is tantamount to its ownership. 
This attitude of the Court seems to have 
impressed many as little short of start- 
ling. However, it would appear to be 
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quite in line with the rationale of the 
opinion last year in Helvering v. Clif- 
ford (309 U. S. 331). In the writer’s 
opinion, neither the Clifford nor the 
Horst decision can properly be regarded 
as a radical new departure in tax theory. 
On the contrary, both seem to represent 
merely a restatement by the present 
Court of a viewpoint foreshadowed over 
a decade ago in Corliss v. Bowers (281 
U. S. 376). 

This case, a landmark in the trust field, 
upheld the constitutionality of the taxa- 
tion to the grantor of the income of a 
revocable trust, although such income 
had been paid to another. The taxpayer 
had contended that, upon creation of the 
trust, the legal title to the property 
passed from him to the trustee and that 
the equitable interest passed to his wife, 
the beneficiary. However, Mr. Justice 
Holmes said: 

“But taxation is not so much concern- 
ed with the refinements of title as it is 
with actual command over the property 
taxed—the actual benefit for which the 
tax is paid. If a man directed his bank 
to pay over income as received to a ser- 
vant or friend, until further orders, no 
one would doubt that he would be taxed 
upon the amounts so paid. It is answer- 
ed that in that case he would have a 
title, whereas here he did not. But from 
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the point of view of taxation there would 
be no difference. The title would merely 
mean a right to stop the payment before 
it took place. The same right existed 
here although it is not called a title but 
is called a power. The acquisition by 
the wife of the income became complete 
only when the plaintiff failed to exercise 
the power that he reserved. (Salton- 
stall v. Saltonstall, 276 U. S. 260; Chase 
National Bank v. U. S., 278 U. S. 827; 
Reinecke v. Northern Trust Co., 278 U. 
S. 339.) Still speaking with reference 
to taxation, if a man disposes of a fund 
in such a way that another is allowed to 
enjoy the income which it is in the 


power of the first to appropriate, it does ' 


not matter whether the permission is 
given by assent or by failure to express 
dissent. The income that is subject to 
a man’s unfettered command and that 
he is free to enjoy at his own option 
may be taxed to him as his income, 
whether he sees fit to enjoy it or not.” 


What of Trust Income? 


ARLIER in this article, reference 
was made to taxpayers who receive 
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substantial income from trusts created 
by others. Not infrequently such trust 
beneficiaries have substantial earned in- 
comes of their own, so that they do not 
require all of the trust income for living 
expenses. The addition of the trust in- 
come to their earned income may place 
them in such high surtax brackets that 
it would be far more economical from 
the tax standpoint if the trust income 
were received by some other member of 
the beneficiary’s family. In fact, division 
of trust income by assignment would be 
considerably more advantageous than a 
transfer of income-producing property 
either outright or in trust. 

An outright gift of securities valued 
at $1,000,000 to one person would re- 
quire the payment of a gift tax of 
$173,118, even though the donor had 
never made any previous taxable gifts. 
The amount of the gift tax would, of 
course, be unaffected by the donor’s age 
at the date of the gift. However, this 
would not be true if the gift consisted 
of an assignment of the donor’s equitable 
life estate in a trust established for his 
benefit by another person. Under Fed- 
eral Gift Tax Regulations 79, such an 
assignment would constitute a taxable 
gift measured by the value of the as- 
signor’s right to receive the trust in- 
come during the remainder of his life- 
time. Such value would be determined 
by the age of the assignor on the date 
of the assignment, since the older the 
assignor the smaller the value of his life 
income. 

For example, the table contained in 
Article 19 (9) gives $9.41474 as the pres- 
ent value of the right to receive $1.00 at 
the end of each year during the re- 
mainder of the life of a person 60 years 
of age. Therefore the measure of the 
taxable gift represented by an assign- 
ment of $40,000 of trust income would be 
approximately $376,600. Assuming that 
no previous taxable gifts had been made, 
the Federal gift tax would be only 
$43,824, as contrasted with $173,118 if 
the gift had consisted of property valued 
at $1,000,000. On the assumption of an 
average annual return of 4% upon the 
property, either type of gift would re- 
move the same amount of income from 





the donor’s high tax brackets to the low- 
er brackets of the donees. Thus it is ob- 
vious that an assignment of trust income 
is more economical tax-wise than an out- 
right gift or the establishment of an ir- 
revocable trust. 


Conditions for Non-Taxability 


NTIL the 1937 Supreme Court de- 

cision in Blair v. Comm. (300 U.S. 5), 
the income tax effects of an assignment 
of trust income were quite uncertain. 
In that case, after holding that the valid- 
ity of such an assignment is a question 
of local law, upon which the state court’s 
decision is final, the Supreme Court held 
that the right of a beneficiary under a 
will to receive the trust income for life 
made him “the owner of an equitable in- 
terest in the corpus of the property,” and 
that, in the absence of a valid restraint 
upon alienation, such interest was alien- 
able in the same manner as any other 
present interest in property. The tax- 
payer had assigned to his children cer- 
tain portions only of his life interest in 
the trust fund, expressed in terms of 
specified dollar amounts each year, but 
the Court held that he could “thus trans- 
fer a part of his interest as well as the 
whole.” 


In the writer’s opinion, the Blair case 
has established the rule that, in order to 
be effective for the purpose of taxing 
assigned income to the assignee, the as- 
signment must comply with the following 
conditions: 


(1) The assignor must be entitled to 
make the assignment under the 
terms of the trust instrument. 


(2) 


The assignment must be valid un- 
der the applicable state law. 


The assignment must be expressed 
in sufficiently broad language to 
constitute a transfer of the as- 
signor’s equitable estate in the 
trust property, rather than a mere 
assignment of his right to receive 
the trust income. 


In the Blair case, the assignor, while 
transferring portions only of his inter- 


est in the trust estate, nevertheless 
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transferred each of such portions for the 
entire remainder of the period during 
which he was entitled to receive the trust 
income. Following this decision, the 
question naturally arose as to the income 
tax status of an assignment of trust in- 
come for a period which might be short- 
er than that during which the assignor 
was entitled to receive the income. The 
advantages of such an assignment are 
obvious. It is quite possible that a trust 
beneficiary might anticipate receiving 
unusually large amounts of income from 
other sources during certain years, but 
would not expect such situation to con- 
tinue indefinitely. Accordingly, he might 
wish to assign some or all of the trust 
income for a period of years, but not to 
have the assignment continue in effect 
throughout the remainder of his life. 
Furthermore, unless the assignor were 
of very advanced age, an assignment for 
a brief fixed period would require a 
smaller gift tax payment than an as- 
signment of his life interest. 





430 


Short-Term Assignment Ineffective 


HE effect of such an assignment was 

passed upon by the Supreme Court 
on March 31st of this year in Harrison 
v. Schaffner. In this case, the life bene- 
ficiary of a testamentary trust had as- 
signed to her children portions of the 
trust income, expressed in specified num- 
bers of dollars, for the single year fol- 
lowing the assignment. The Court, af- 
ter citing with approval the Earl, Horst 
and Eubank cases, narrowed the question 
to whether an assignment of trust in- 
come is to be differentiated from an as- 
signment of interest, dividends, rents 
and the like. 


The courts below had relied on the 
Blair case. However, the Supreme 
Court distinguished the Schaffner and 
Blair cases, the opinion pointing out that 
the Blair decision had held that an as- 
signment of a share of the trust income 
to another for life, without retaining any 
form of control over the assigned inter- 
est, constituted a present transfer of a 
life interest to the donee, with the result 
that the income thereafter paid to the 
donee was taxable to him, rather than 
to the donor. 


“But we think it quite another mat- 
ter to say,” said the Court, “that the 
beneficiary of a trust who makes a single 
gift of a sum of money payable out of 
the income of the trust does not realize 
income when the gift is effectuated by 
payment, or that he escapes the tax by 
attempting to clothe the transaction in 
the guise of a transfer of trust property 
rather than the transfer of income where 
that is its obvious purpose and effect. 
We think that the gift by a beneficiary 
of a trust of some part of the income 
derived from the trust property for the 
period of a day, a month or a year in- 
volves no such substantial disposition 
of the trust property as to camouflage 
the reality that he is enjoying the benefit 
of the income from the trust of which he 
continues to be the beneficiary, quite as 
much as he enjoys the benefits of in- 
terest or wages which he gives away as 
in the Horst and Eubank cases . ‘ 
Unless in the meantime the difficulty be 
resolved by statute or treasury regula- 
tion, we leave it to future judicial de- 
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cisions to determine precisely where the 
line shall be drawn between gifts of in- 
come-producing property and gifts of in- 
come from property of which the donor 
remains the owner, for all substantial 
and practical purposes. (Helvering v. 
Clifford, supra.)” 


Principles Implied in Decisions 


INCE the Court disavowed any at- 

tempt to establish a general rule gov- 
erning trust income assignments, it re- 
mains uncertain whether the life bene- 
ficiary of a trust would be relieved of 
tax on an assignment of his equitable 
interest for some such period as five, ten 
or twenty years. Some attorneys had felt 
that the Court might take occasion in 
the Schaffner case to overrule the Blair 
decision. In fact, on January 27th of 
this year, Chief Justice Groner of the 
Court of Appeals for the District of Col- 
umbia expressed the opinion that the 
Horst and Eubank cases had themselves 
made the Blair doctrine no longer con- 
trolling. While the Schaffner opinion did 
not overrule the Blair case, the Court, 
without expressly so stating, neverthe- 
less seemed to imply mild disapproval of 
the Blair doctrine, and might possibly 
have arrived at the contrary conclusion 
had that case been presented to it orig- 
inally. This attitude appears to be thor- 
oughly in accord with the Court’s pres- 
ent viewpoint as to tax matters, and it 
thus seems rather doubtful that trust in- 
come would be held taxable to the as- 
signee where the nature of the assign- 
ment was materially less favorable to the 
taxpayer than in the Blair case. 

Bearing in mind the continued uncer- 
tainty as to the income tax effect of as- 
signments of equitable interests in trusts 
for periods which might result in a re- 
version to the assignor, the following is 
a summary of the apparent status of in- 
come assignments in the light of the de- 
cisions to date: 


(1) Income Taxable to Assignor 
(a) Assignments of earned in- 
come, whether or not the in- 
come has been fully earned 
prior to the assignment. 
(b) Assignments of bond cou- 
pons prior to maturity. 
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(c) Assignments of the equitable 


interest in trust income for a 
period of one year only. 


(b) Assignments of all, or a por- 
tion, of the assignor’s equit- 
able interest in the income of 
a trust for the entire term 


(2) Income Probably Taxable to As- 
signor 
(a) Assignments of any type of 


during which the assignor 
is entitled to receive the 
trust income. 


unearned income where the 
property producing such in- 
come is not also assigned. 
Assignments of trust income 
for any period which may ex- 
pire within the term during 
which the assignor was en- 
titled to receive the trust in- 
come. 


(3) Income Taxable to Assignee 
(a) Income from property which 


has itself been assigned, or 
otherwise transferred, irre- 
vocably and without the re- 
servation of any control over 
the disposition of either the 
property or the income there- 
from. 


Taxation of Savings Bonds 


The taxable and exempt status under 
Federal income tax laws of interest on 
United States Savings Bonds issued (1) 
prior to March 1, 1941, and (2) on and af- 
ter March 1, 1941, is explained in a recent 
ruling of the Treasury Department (1941- 
14-10664; Mim. 5184). Perhaps the most 
important phase of the ruling is that which 
requires taxpayers regularly employing the 
cash receipts and disbursements method of 
accounting, to return the full increment in 
value as income in the year in which pay- 
ment of the redemption value is received. 
Taxpayers using the accrual method must 
return the increment in value for each year 
to the extent it is earned during the year. 





The following communication from the 
office of the Commissioner of Internal 
Revenue, dated Feb. 14, 1941, was recent- 
ly made available to Trusts and Estates 
by its recipient, Bruce McClain, Esq., of 
New York City: 


Sir: 

Reference is made to your letter of 
February 5, 1941, in which you inquire 
as to the application of the provisions of 
Treasury Decision 5032, relating to the 
inclusion in the gross estate of an in- 
sured on the proceeds of insurance on his 
life payable to beneficiaries other than 
the estate, as follows: 

“(A) Where the insured paid no pre- 
miums at any time, but possess- 
ed legal incidents of ownership 
in the policy at his death occur- 
ring after January 10, 1941. 
Where the insured paid no pre- 
miums at any time, but possess- 
ed legal incidents of ownership 
in the policy after January 10, 
1941, which legal incidents of 
ownership he had irrevocably 
transferred prior to his death. 
Where the insured paid pre- 
miums on or before January 10, 
1941, but not thereafter, and 
possessed legal incidents of own- 
ership in the policy after Jan- 
uary 10, 1941, which legal inci- 
dents of ownership he had irre- 
vocably transferred prior to his 
death.” 

The answers to your questions are: 


(A) No proceeds of such insurance 
would be includible in the insured’s gross 
estate, since he paid none of the pre- 
miums. 

(B) No proceeds of such insurance 
would be includible in the insured’s 
gross estate, since he paid none of the 
premiums. 

(C) Such insurance would be includ- 
ible in the gross estate of the insured 
in the proportion that the premiums 
paid by him bear to the total of all pre- 
miums paid for the insurance, since the 
insured possessed at some time after 
January 10, 1941, the date of Treasury 
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Commissioner Clarifies T. D. 5032 


Decision 5032, legal incidents of owner- 
ship. The transfer by the insured after 
the date of the Treasury Decision of the 
legal incidents of ownership does not 
affect the includibility of such proceeds. 
Respectfully, 

D. S. Bliss 

Deputy Commissioner. 


(signed) 


(cf. Foosaner, “Taxation of Insurance 
Proceeds;”’ March 1941 Trusts and Es- 
tates 277.) 


Discusses Pension Plans 


“Pension Plans for Bankers” was the 
subject of a talk by H. R. Buckman, C. L. 
U., of The Old Line Life Insurance Com- 
pany of America, at the Conference on 
Banking in Madison on April 2nd. The 
conference was sponsored by the Wisconsin 
Bankers’ Association, Banking Commission 
of Wisconsin and the University of Wiscon- 
sin School of Commerce. 

Discussing the relative virtues of the 
self-administered and insured pension plans, 
Mr. Buckman pointed out that the former 
plan had not proved successful because of 
high cost of administration, inability to se- 
cure the best investments in competition 
with large investment enterprises and fail- 
ure to vest in the employee an interest in 
the plan, which caused him to lack confi- 
dence in the ultimate results. 

Types of insured plans he divided into 
group annuities and pension trusts. Under 
the group annuity the methods of contri- 
bution are usually made equally by em- 
ployee and employer, he said, with the an- 
nuity benefit predicated upon the type of 
premium. Because group annuities are 
usually available only for groups of fifty 
or more, it was his belief that they are 
not applicable to banks and that the Pen- 
sion Trust would, therefore, appear to be 
generally the solution to supplement the 
benefits provided by the Social Security 
Plan. 

Mr. Buckman further discussed features 
of the pension trust plan—its income tax 
advantages, provisions for eligibility and 
the possibili:y of the use of life insurance 
to provide death benefits not available un- 
der the group annuity plan. 





Current Legislation Affecting Fiduciaries 


Outline of Some Recently Enacted Measures* 


Arizona 


Ch. 10: The minimum amount of the 
bond necessary before letters testamen- 
tary or of administration can be issued 
is reduced from twice the value of the 
personal property and the probable 
value of annual rents, etc. from real 
property, to equal to the value thereof. 
Bond may be dispensed with in estates 
of less than $2,000 where the entire 
estate is to be assigned to the surviv- 
ing spouse who is seeking the letters. 


Ch. 7: Governs order of sale of dece- 
dent’s real property, and provides, in 
part, that if the executor or adminis- 
trator fails to apply for an order of sale 
when necessary, any interested party 
may do so. 

Ch. 35: Adopts, with minor changes, 
the Uniform Common Trust Fund Act. 

Ch. 92: Makes obligations under Fed- 
eral Home Loan Bank Act and National 
Housing Act legal investments for fidu- 
ciaries. 


Arkansas 


Act 137: Prohibits banks and trust 
companies from soliciting the business 
of administering estates unless the ad- 
vertisement or solicitation includes the 
words “in connection with your attor- 
ney.” 


Delaware 


H. 224: Provides that Court may or- 
der cash in the estate of a minor to be 
deposited in a banking institution, the 
guardian being relieved of giving surety 
for cash so deposited or income credited. 


Georgia 


No. 201: In effect authorizes ap- 
praisement by Ordinary of property dis- 
tributed in kind, on which value the 
executor or administrator may receive 
compensation up to three percent of 
the value; it is not necessary that dis- 
tribution be made pursuant to court 
proceedings. 


*First report appeared in March, p. 325. 
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H.B. 38: Dispenses with approval of 
the ordinary of a distribution in kind 
made pursuant to directions in the will. 

A third law limits the power of sale 
or other benefits of a grantee in a secur- 
ity deed. 

Idaho 


Ch. 168: Empowers probate court to 
authorize the guardian of an incompe- 
tent person or minor to transfer prop- 
erty belonging to the estate in exchange 
for stock in a corporation to be organ- 
ized for the purpose of acquiring such 
property, if the court shall deem it to 
be for the advantage of the estate. 


Indiana 


Ch. 184: Provides that former em- 
ployer of a decedent may pay wages 
owed, up to $150, over to kin as speci- 
fied, without requiring letters of admin- 
istration or testamentary. Likewise a 
bank may pay over deposits not in ex- 
cess of $100 to the court on application 
of named relatives, the clerk to pay out 
such money as the court may direct. 


Massachusetts 


Ch. 36: Permits apportionment of 
fiduciary’s compensation between prin- 
cipal and income as the court may 
determine. 


Montana 


Ch. 170: Relates to power to sell 
mining property owned by decedent or 
ward. 


Nebraska 


H. 194: Provides that wills executed 
without the State in conformity with 
laws of the place where executed or of 
the testator’s domicile, shall have the 
same effect as if executed according to 
the laws of this State, provided the will 
be in writing and subscribed by the 
testator. 


Nevada 


Ch. 185: Adopts Uniform Trustees’ 
Accounting Act. 
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Ch. 136: Enacts, with some varia- 
tions, the Uniform Trusts Act. 


New Hampshire 


H.B. 54: Makes certain bank stocks 
legal for savings bank investments. 


New York 


Ch. 86: Provides that, in fixing 
amount to be reserved for payment of 
a contingent claim, surrogate may de- 
termine value of any collateral to which 
creditor may resort, and direct reserva- 
tion of estate assets sufficient to make 
up difference between value of security 
and amount of claim. 

Ch. 141: Surrogate may order in- 
vestment of guardianship funds up to 
$5,000 in federal and state savings and 
loan associations meeting certain stan- 
dards. 

Ch. 89: Denies a distributive share 
in the estate of a child to a parent who 
neglected or refused to provide for, or 
abandoned such child during infancy, 
whether or not child dies during in- 
fancy, unless parental relationship and 
duties are subsequently resumed and 
continue until the child’s estate. 

Ch. 104: Legatees of personal prop- 
erty subject to any lien or pledge must 
satisfy the same out of their own funds 
unless a contrary intention appears in 
the will. 


North Carolina 


H.B. 285: Makes bonds issued by the 
State to reimburse funds for emergency 
advances legal for fiduciary investment. 
“"H.B. 245: Provides that, if a bank or 
trust company is named in a will, and 
at the time of probate the institution 
has been absorbed by, consolidated 
with, or sold its assets to another bank 
or trust company, the latter is deemed 
substituted for and shall have all the 
rights and powers of the former. 

H.B. 246: Extends provision covering 
devolution of fiduciary powers to situ- 
ation where one institution sells or 
transfers its assets and liabilities to 
another. 

‘ H.B, 104:-Provides that a guardian 
appointed by deed or will may serve 
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without bond, if so specifically directed 
in the instrument, unless the Clerk of 
the Court finds that a bond would best 
serve the ward’s interest. 


Pennsylvania 


Act No. 5: Extends process for per- 
petuating testimony to testimony relat- 
ing to trusts. 


South Dakota 


S.B. 70: Adopts, with some changes, 
the Uniform Common Trust Fund Act. 


Tennessee 


Ch. 59: Enacts Uniform Simultane- 
ous Death Act. 

Ch. 61: Provides against lapse of de- 
vises and legacies. 

Ch. 63: Provides for the probate of 
foreign wills either in common or in 
solemn form. 

Ch. 68: Establishes a six-year period 
of limitation, after date of qualification 
of personal representative, as to inher- 
itance taxes. 


Washington 


Ch. 41: Establishes a new legal list 
of investments for corporate trustees. 

H.B. 279: Adopts Uniform Trustees’ 
Accounting Act. 

S.B. 33: Permits guardians to pur- 
chase, without prior approval of the 
court, securities which are legal invest- 
ments for savings banks and corporate 
trustees. 

S.B. 21: Establishes gift tax, report- 
ed as pending last month. 

S.B. 288: Exempts from inheritance 
taxation intangible personal property 
located within the State, whether in 
trust or otherwise, belonging to non- 
residents. Also provides for deduction 
of any gift tax paid on property subse- 
quently subjected to inheritance tax. 


Wyoming 


Ch. 12: Makes eligible for fiduciary 
investment obligations guaranteed as to 
principal and interest by the United 
States, and specifically obligations of 
Federal Home Loan Banks and Federal 
Savings and Loan Insurance Corpora- 
tion, subject to certain restrictions. 








Pending Legislation in Illinois 


A bill to reduce the cost and period re- 
quired to foreclose mortgages is among 
those pending in the Illinois legislature 
which affect fiduciaries. There are some 
obstacles in the way of its passage, how- 
ever, according to Clarence B. Jennett, 
chairman of the Legislative Committee re- 
porting at the annual meeting of the Trust 
Division, Illinois Bankers Association, on 
April 17. One other measure pending at the 
time the report was prepared, involves the 
taxation of stock of out-of-state corporations 
in the same ratio that the value of the cor- 
poration’s foreign property bears to the 
total value of its property. In the opinion 
of the committee, the bill implies taxation 
of stock of domestic corporations, hitherto 
not subject to personal property taxation. 

Other legislation expected to have been 
introduced, reported Mr. Jennett, who is 
vice president of The First National Bank 
of Chicago, includes a bill relating to the 
qualification of foreign trust companies to 
do business in Illinois on a reciprocal basis, 
and a principal and income act. These 
measures seem to have the support of cor- 
porate fiduciaries. In concluding, the re- 
port mentioned the opposition of some of 
the large Illinois fiduciaries to the Uniform 
Trustees’ Accounting Act because its en- 
actment would necessitate changing pre- 
sent practices and would materially add to 
the expense of trust operation. 


Recommends Needed Trust 
Legislation 


Four measures ought to be considered by 
Georgia trust men for sponsoring to the 
legislature, in the opinion of Benning M. 
Grice, Macon attorney and member of the 
State Legislature. Speaking to the Trust 
Section of the Georgia Bankers Association 
on April 16, Mr. Grice mentioned a bill 
introduced at the recent session, which 
would have changed the time for an execu- 
tor or administrator to file the annual re- 
turn from January to within sixty days af- 
ter the anniversary date of qualification, and 
provided for optional interim accounting 
every three years. 

The second suggestion was adoption of 
the Uniform Declaratory Judgment Act, 
which would enable fiduciaries to seek court 
advice and construction on many problems 
which under present law they must answer 
for themselves at risk to beneficiaries as 


i 
ii 


ma 


RICHMOND, VA. 
< THE SAFE EXECUTOR } 





One of the South’s Oldest Fiduciary Institutions 
Qualified to Act in Every Fiduciary Capacity 


MinGER FLOLRAL DEPOSIT INSURANCE CORPORATION 


well as themselves. Mr. Grice also urged 
enactment of the Uniform Foreign Exe- 
cuted Wills Act. 

Probably of greatest importance to local 
trust people is Mr. Grice’s final recommen- 
dation that the existing restrictions on the 
classes of beneficiaries for whom trusts may 
be created should be removed. The Georgia 
law is peculiar in that it- permits trusts 
only for a minor, an insane person, or a 
person of full age who is however unfit, by 
reason of mental weakness, intemperance, 
etc., to manage his own property. Mr. Grice 
has twice unsuccessfully introduced a bill 
to accomplish this objective. 


Se 


Taxes took one fifth of the national in- 
come of the United States in the year end- 
ed June 30, 1940, according to a recent 
census bureau report. Local governments 
received the largest share. Total collec- 
tions by all Federal, State and local govern- 
ments were approximately $14,300,000,000 
for the year. This was $109 per capita, of 
which the Federal government received $39, 
State government $27, and local govern- 
ments $48. 
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Digests of Probate and Trust Literature 


Indenture Trustees and State Regula- 
tion of Foreign Corporations 


Columbia Law Review, March 1941. 


This Note is concerned with the ability 
of a corporate indenture trustee to accept 
title to the mortgagor corporation’s proper- 
ty in a state other than that of the trustee’s 
domicile, and to exercise with respect to the 
property the powers accorded by the trust 
indenture. The cases show (1) that the 
validity of the deed is not affected by the in- 
competence of the trustee, and (2) that, 
if the foreign trust company merely invokes 
the aid of the courts to foreclose the deed, 
it will not be held to be “doing business” 
within the meaning of licensing statutes. 
Other points remain unsolved. Following a 
comparative study of the statutes directly 
or possibly applicable, the Note concludes 
with a discussion of practice, including su- 
ing in the federal courts to avoid state pro- 
hibitions, and appointment of a resident 
co-trustee. 


Powers of Appointment 


RICHARD R. B. POWELL. Brooklyn Law Re- 
view, March 1941. 


The article is confined to discussion of 
four topics: (1) creation and definitions; 
(2) rights of a creditor or of a spouse of 
the donee; (3) taxation of limitations in- 
volving a power of appointment; and (4) 
release or exercise of a power. Emphasis 
is placed on two utilities of powers: (a) 
elasticity and adaptability to anticipated 
changes; and (b) tax advantages of special 
powers. 


The Contractual Liability of Trustees 


The Yale Law Journal, April 1941. 


This Note discusses a recent New York 
case (East River Savings Bank v. Samuels 
et al., see Feb. 1941 Trusts and Estates 
219) in which the ancient doctrine that 
trustees are personally liable on trust con- 
tracts in the absence of an express dis- 
avowal of liability, is relaxed. The trustees 
in this case would have been unable to ob- 
tain reimbursement from the trust estate. 
Mention is made of some English cases 
which permit the trustee, under such cir- 
cumstances, to seek reimbursement from the 
beneficiaries, but for stated reasons this 
procedure is not accepted in the United 


States. The writer recommends repudiation 
of the strict rule, by recognizing intent, as 
is accomplished, for example, by the Uni- 
form Trusts Act, which provides that the 
addition of “trustee” or “as trustee” after 
the trustee’s signature shall be deemed 
prima facie evidence of an intent to exclude 
the trustee from personal liability. 


Exemption of One Signing in a Fidu- 
ciary Capacity 


Temple Law Quarterly, February 1941. 


This Note bears upon the same subject 
as the preceding one. It analyzes a Penn- 
sylvania statute enacted in 1939, and de- 
signed to limit the liability of a person 
signing in a fiduciary capacity. The writer 
discusses the extent to which the act changes 
the law, and points to certain essentials 
which are lacking in the statute. 


Classification of Contingent Re- 
mainders 


J. JOHN LAWLER. California Law Review, 
March 1941. 


This is an inquiry into the distinctions 
between vested and contingent remainders 
and as_ between contingent remainders 
themselves. The distinctions in the former 
have served a purpose because the conse- 
quences vary with the categories. But, ac- 
cording to the author, classification of con- 
tingent remainders is “merely intellectual 
calisthenics,” since variations in legal con- 
sequences are not predicated on the distinc- 
tions. Therefore these distinctions should 
be disregarded in the interests of clarity in 
the law of real property. 


Time, Space, and Estate Tax 


EDMOND N. CAHN. The Georgetown Law Jour- 
nal, March 1941. 


Notwithstanding the philosophical con- 
cepts expressed in the title of this article, it 
contains definite and practical suggestions 
with respect to revisions in the estate tax 
law. The author states that the moment of 
death has been fixed upon, by legislature 
and courts, as the decisive criterion of eco- 
nomic shift. The principal recommendation 
under the “time” element is the taxation of 
remainders after a legal or equitable life 
estate. As to the space factor, the problem 
is that of State jurisdiction to levy inher- 
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itance taxes. The reasoning behind single 
taxation theory was that a single transfer 
can occur in only one place, one spot of 
space. This reasoning has finally collapsed 
(Curry v. McCanless), it being now recog- 
nized that if a man’s property touches upon 
manifold points of space, pinning that 
transfer down to a single point involves 
closing one’s eyes “to all the economic and 
juridic multiplicity of the operation.” How- 
ever, another type of monism in relation to 
space still exists: the fiction of unique dom- 
icile. This concept is properly being worn 
to transparency; the fallacy of single dom- 
icile is being overthrown by facts which 
prove plurality. (A reading of the origin- 
al is highly recommended.) 


Sales by Executors and Administra- 
tors 


CLARENCE CORNELIUS. 
nal, March 1941. 


This Note sets forth briefly some of the 
general principles and rules applicable to 
sales by personal representatives. The dis- 
cussion is divided into the following heads: 
(1) general rules as to personal property, 
and (2) as to real estate; (3) time of sale; 
(4) manner of sale; (5) purchases by re- 
presentatives at their own sale; (6) rights 
of purchasers; and (7) rights of the owners 
of the beneficial interest in the estate. 


Kentucky Law Jour- 


Taxation — Death Taxes — Gifts in 
Contemplation of Death 


KENNETH J. NORDSTROM. 
Review, March 1941. 


Michigan Law 


The aim of this Comment is (1) to ascer- 
tain the present rule for classifying trans- 
fers inter vivos as being made in contem- 
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plation of death; (2) to determine if there 
is any present trend towards a broader in- 
terpretation of the tax; (3) to present 
modifications that have been suggested to 
remedy the difficulties in the application 
of this feature of the tax law. The writer 
advocates enactment of a statute establish- 
ing a conclusive presumption of the type 
whose constitutionality was condemned by 
Heiner v. Donnan. He maintains that the 
position of that case is so dubious in the 
light of subsequent developments that such 
a statute might now be upheld. 


Amortization, and the Problem of 
Discount Bonds in Trust Account- 
ing 


GEORGE K. BLACK. Boston University Law 
Review, April 1941. 


Heretofore many have argued that the 
discount on a bond bought below par is in- 
come. They have usually argued that since 
the premium on a bond bought above par is 
amortized out of each coupon payment, the 
discount should be “accumulated” on an an- 
nual basis. With such treatment the author 
disagrees. He maintains that such reason- 
ing confuses anticipation with performance. 
The author does maintain that the discount, 
when actually received by redemption of a 
bond at maturity, is interest and income 
and should be paid to the income beneficiary 
by the trustee and not credited to principal, 
as is the present practice among trustees. 
He further contends that there is only one 
court decision on this issue and that the 
question is open in all other jurisdictions. 
The analysis of the decisions and the dis- 
cussion of the accounting problem should 
be of interest to corporate trustees gener- 
ally. 


Articles and Comments on Decisions in Other Publications 


Transfers from Life Tenant to Remain- 
derman in Relation to the Federal Estate 
Tax, by Williard C. Mills III—Tazes, April. 

The Alienability of Non-Possessory Inter- 
ests, by Percy Bordwell—North Carolina 
Law Review, April. 

State Gift Taxes — Their Relation to 
Death Taxes, by Henry Brandis, Jr.—lIbid. 

Estates on Condition and on Special Li- 
mitation in North Carolina, by Frederick 
B. McCall,—Ibid. 

Pennsylvania Rule as te Conversion of 
Nonlegal Securities by Fiduciaries, by M. 
S. J—Temple Law Quarterly, February. 


Reference to Will to Clarify Terms of 
Decree of Distribution (Buttram v. Finley, 
Cal.)—California Law Review, Mar. 

Mention of Specific Articles in Residuary 
Clause (Methodist Episcopal Church v. 
Thomas, Mo.)—Missouri Law Review, 
April. 

Wills—Incorporation of Trust Instrument 
by Reference in New York (Manhattan Co. 
v. Janowitx)—Georgetown Law Journal, 
Mar. 

Liability of an Administrator in His Re- 
presentative Capacity for Wrongful Deten- 
tion of Chattels Belonging to a Third Per- 
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son (Isbell v. Heiny, Ind.)\—Minnesota Law 
Review, April. 

Federal Gift Tax—vValuation of Single 
Premium Life Insurance Policies (Guggen- 
heim v. Rasquin, U. S.)—Ibid. 

Insurance and Annuity Contracts under 
the Federal Estate Tax (Helvering v. Le- 
Gierse, U. S.)—Ibid. 

Investment of Trust Funds—Breach of 
Trust—Estoppel (Rothenberg v. Franklin 
Washington Trust Co., N. J.)—Southern 
California Law Review, March. 

Rule Against Perpetuities—Construction 
of Wills (In Re Eveland’s Will, N. Y.)— 
Michigan Law Review, March. 

State Gift Tax on Out-of-State Transfer 
(Van Dyke v. Wisconsin Tax Commission, 
Wis.)—Wisconsin Law Review, March. 

Bankruptcy—Administration of Estates 
—Personal Representative as Petitioner in 
Bankruptcy under Frazier-Lemke Act (in 
re Harris’ Estate, Utah)—Univ. of Chica- 
go Law Review, April. 

Future Estates—Divide and Pay Over 
Rule Inapplicable in Absence of Gift Over 
(in re Foster’s Estate, N. Y.)—Virginia 
Law Review, April. 

Fund to Protect Contingent Claims of 
Estate Held Unnecessary if Creation Would 
Require Sale of Devised Realty (in re Reil- 
ly’s Will, N. Y.)—Harvard Law Review, 
April. 

Life Insurance Companies Administering 
Insurance Trusts Held Liable for Estate 
Tax as “Transferees of Insured Decedent 
(John Hancock Mutual Life Ins. Co., B. T. 
A.)—Ibid. 

Corporations—Rights of Stockholders — 
Cestuis Held without Standing to Bring 
Stockholders’ Suit Although Trustees of 
Stock Also Directors (Pflug v. Dietz, N. Y.) 
Ibid. 

Powers of Appointment—Blending of Ap- 
pointive Property with Donee’s General Es- 
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tate—Lapse—Creditors’ Claims (Old Col- 
ony Trust Co. v. Allen, Mass.)—Columbia 
Law Review, March. 


Real Estate Mart in 
Massachusetts 


A number of savings banks in and around 
Springfield, Mass., are conducting an ex- 
periment in the cooperative sale of real 
estate. A real estate mart has been estab- 
lished through which member banks and 
mortgage lending institutions owning real 
estate in Springfield can promote the sale 
of those properties. This association oper- 
ates on the premise that before merchandise 
can be sold the purchaser must be con- 
vinced both merchandise and price are 
right. 

The Mart is a non-profit organization 
from whose membership a five-man execu- 
tive committee, a board of governors, is 
elected. The actual task of selling pros- 
pective buyers is in the hands of a body 
of five certifiers. Their duties are to in- 
spect individually, and then by conference 
with each other arrive at a combined opin- 
ion of a fair selling price for each property 
submitted by a Mart member, and to de- 
termine through conferences with builders 
and architects what can be done profitably 
to enhance the value of the property. 

Here is how the Mart operates. A mem- 
ber submits to the Mart a parcel of real 
estate which goes before the board of certi- 
fiers. This costs the member $37.50. After 
the board certifies the property, the mem- 
ber is notified of the selling price arrived 
at and can decide whether or not he is will- 
ing to list this particular property at that 
selling price. If the bank decides to list 
the property, it buys a space in the Mart 
for $112.50, which is good for sixty days. 
As the property is sold each additional 
listing costs only $37.50. The owner is 
unrestricted as to terms, but may not sell 
for less than the certified price. The space 
in the Mart entitles the bank to the follow- 
ing services: Two-hundred planographs for 
distribution to brokers, prospective buyers, 
etc., and all the benefits of newspaper ad- 
vertising conducted by the Mart. In this 
connection the Mart has developed a list 
of cooperating brokers to whom lists of 
certified properties are mailed. 

The experiment has already proven quite 
successful. After only two weeks in oper- 
ation thirty properties were listed, nine- 
teen of which have been sold. 
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Assets — Administration — Where 
Debtor is Appointed Administra- 
tor He and Surety are Chargeable 
with the Debt and Interest 


Massachusetts—Supreme Judicial Court 

Argus v. Kokkorou, 1941 A. S. 823; February 24, 

1941. 

A was appointed administrator of X in 
1926, giving a surety company bond. A and 
B had borrowed money of X, and their 
joint note was among the assets of the 
estate. A listed it in the inventory as “un- 
certain.” The heirs lived in Greece. No 
inventory or account was filed until 1936, 
when the surety obtained an order to file 
one. The inventory was then filed, but the 
account was not filed until 1939. The pro- 
bate judge charged A with the full amount 
of the note, although he had at no time 
been able to pay it, but refused to charge 
him with interest, on the ground that the 
heirs were guilty of laches. Both the widow 
of X and the surety company appealed. 

HELD: First, A and his surety were 
chargeable with the note, because when a 
debtor is appointed executor or administra- 
tor of his creditor he must account for the 
obligation as a cash asset, the debt being 
discharged by his appointment. 

Second, the finding that the heirs were 
guilty of laches in not trying to enforce 
payment of the note was erroneous as a 
matter of law. A was under a legal duty 
to account, and no duty rested on the heirs 
to bring proceedings to compel him to. 
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Lapse of time did not constitute a bar. 
There were in fact no laches after the ac- 
count was filed, since the widow acted 
promptly as soon as she received notice. Ac- 
cordingly the accountant was chargeable 
with simple interest at six per cent from 
the date of the note to the date of his ap- 
pointment, and simple interest on that total 
from the date of appointment to the date 
of final decree after rescript. It was not 
a case for compound interest, since there 
was no evidence that the default was wil- 
ful. 

There was also another note due from a 
third person, which the administrator listed 
as of “no value.” He was held not charge- 
able with this, since he acted with reason- 
able diligence by turning it over to his at- 
torney with directions to take whatever ac- 
tion was right. 

—_——$ 
Distribution — ‘Absolute’ Bequest 

Construed As Life Estate—Re- 

mainder Held In Trust For Named 

Legatees 


Missouri—Supreme Court 
English v. Ragsdale, 147 S. W. (2d) 653. 


This was a suit to construe a will which 
read in part as follows: 


“Third. I give and devise and bequeath to my 
beloved wife, Sue B. Phillips, all of my property, 
real, personal, and mixed, it being my desire that 
she take same as her absolute property. 

“Fourth. It is my desire that my said wife, 
prior to her death shall provide for the disposal 
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of all the property she may possess at the time 
of her death equally between our nieces, Vivian 
White and Frances Hodge. 

“Fifth. In the event of the death of my wife 
and myself at the same time, it is my desire and 
I hereby direct that all the property above men- 
tioned be converted into cash as soon as possible 
in the judgment of the parties who sign their 
names as witnesses to this will, may deem prac- 
tical and that same be divided equally between 
the two nieces named above.”’ 


The contesting claimants were on the one 
hand the nieces mentioned in the will, 
claiming under the will, and on the other a 
legatee under the will of Sue V. Phillips. 

HELD: The widow had a life estate in 
the property and held the balance of the 
property at the time of her death in trust 
for the nieces mentioned in the husband’s 
will. The Court said that clause 4th was 
not an expression of a “mere wish” and that 
the word “absolute” as used in clause 3 
meant that the testator intended by that 
clause that the widow should have absolute 
title to the property only to use the same 
during her lifetime with authority to dis- 
pose of the property and reinvest the pro- 
ceeds and with the further authority to 
encroach upon the principal at her discre- 
tion. 

a 


Distribution—Beneficiary Cannot Ac- 
cept Part of Devise and Reject Un- 
favorable Condition—Effect of Re- 
nunciation 


Iowa—Supreme Court 
Brown v. Kalene, 230 lowa 76, March 18, 1941. 


The will of testatrix bequeathed, after 
specific bequests, the remainder of her 
property to her four daughters, share and 
share alike, with the requirement that in 
the distribution her daughters, Catherine 
Kalene and Ellen Kalene, were to take the 
home and its furnishings at the sum of 
$4500.00. Catherine and Ellen Kalene filed 
renunciations of the will, each saying that 
she refused “to accept the provisions of said 
will as above set out and renounces the 
same insofar as it requires her to take this 
property at said sum and desires to share 
equally with the other heirs in the distri- 
bution of the estate of the decedent.” 

The other two daughters filed a petition 
for distribution of the estate and alleged 
that on account of the renunciations of 
Catherine and Ellen their shares became 
intestate property in which each of the four 
daughters took a one-fourth interest. 

The trial court held that each of the 
four daughters took a one-fourth interest in 
the estate. 









TRUSTS and ESTATES—April 1941 





HELD: (1) When Catherine and Ellen 
Kalene renounced the will, the property 
which would have passed to them under 
the will became intestate property and de- 
scended to the four children of testatrix 
share and share alike. The two daughters 
who did not renounce the will, therefore, 
will each take three-eighths of the entire 
estate, and Catherine and Ellen are each 
entitled only to one-eighth of the net estate. 

(2) A beneficiary under a will cannot 
accept a part of a devise and refuse an un- 
favorable condition. 


a 


Distribution—“Children” As Not In- 
cluding Adopted Children 


Missouri—Supreme Court 
Leeper v. Leeper, 147 S. W. (2d) 660. 


This was a suit in ejectment to quiet title 
and for partition, which involved a deed 
conveying the property in question in the 
following language: 

“To William F. Leeper during his natural life 
and at his death to his heirs, but should he die 
without children, then to his full brothers and 
their heirs.’’ 


It appeared that the grantee died leaving 
no children of his blood, but with a child 
which he had adopted in the statutory man- 
ner some years after the delivery of the 
deed. 

HELD: “From the deed and surround- 
ing circumstances we held that the grantor 
did not intend to include an adopted child 
of William F. Leeper within the meaning 
of the word ‘children’ as that word was 
used in the deed.” 

In reaching this decision the Court relied 
to some extent on Melek v. Curators of 
University of Missouri, 257 S. W. 614, 
which involved construction of a will. 


Sn 


Distribution — Lapsed Legacies — 
Death of Annuitant Prior to Testa- 
tor—Effect of, on Gift of Residue 
of Fund Provided to Pay Annuity 


California—-Supreme ‘Court 
Estate of Lawrence, 17 A. C. 1, 17 Cal. 24 ——— 
(Jan. 7, 1941). 


Lawrence’s Will left residue of estate to 
purchase annuity for B, giving any refund 
of principal after B’s death to certain char- 
ities. B predeceased the testator. From 
an order distributing residue of the estate 
to testator’s heirs, the charities appealed. 
Order reversed. 





HELD: (1) Remainder to charities 
was not destroyed by failure of the inter- 
vening life estate. Fact that residue might 
be all consumed did not render it contingent, 
as that fact affected the certainty only of 
actual enjoyment not the right of enjoy- 
ment. 


(2) Remainder to charities therefore 
vested. 


(3) Testator showed intent to substi- 
tute the charities for B under Sec. 92, Pro- 
bate Code. 


(4) Rule favoring blood relatives of 
testator does not prevail as against pre- 
sumption against intestacy and necessity 
of upholding testator’s intent. 


a 


Guardianship—Compromise — Neces- 
sity That Compromised Claim Be 
Valid 


California—District Court of Appeal 


Re Guardianship of Carlon, 48 A. C. A. 220, 43 
Cal. App. 2d (Feb. 24, 1941). 


Carlon, three months before he was ad- 
judged incompetent, entered into an agree- 
ment with Booth providing for Carlon sell- 
ing certain cattle to Booth and Booth’s 
renting land belonging to Carlon at an 
agreed sum per year. The memorandum 
did not specify period of lease nor its terms, 
other than rental. The Guardian filed pe- 
tition to compromise the claim by giving 
Booth a ten-year lease of 20,000 acres of 
land, bill of sale of 1800 head of cattle 
and authorizing a proposed agreement be- 
tween the Guardian and Booth covering 
other details. Incompetent’s wife opposed 
the petition on ground that court had no 
jurisdiction to compromise claim or to 
grant leave to lease the property. Order 
granting petition reversed. 

HELD: (1) Only such claims can be 
compromised against an incompetent’s es- 
tate as are legally enforceable. This agree- 
ment is unenforceable because Carlon be- 
came incompetent before it was carried out 
and because of uncertainty of its terms. 


(2) Provisions for sale of an incompe- 
tent’s property as to notice, place of sale, 
etc. are mandatory and cannot be dispensed 
with under the guise of compromising an 
unenforceable contract. 

(3) It is also suggested by way of dic- 
tum that record must affirmatively show 
giving of required notice of hearing. 
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Investment Powers — Propriety of 
Participating in Reorganization In 
Absence of Authority—Conflict of 
Interests of Trustee 


Tennessee—Supreme Court 
Cowan v. Hamilton National Bank, 146 S. W. (2), 
359, January 13, 1941. 


Hal S. Harris died in 1927 leaving an 
estate which included 280 shares of stock 
of the East Tennessee National Bank. He 
left his estate in trust for his wife, and 
named the East Tennessee Savings Bank 
trustee. With respect to the trustee’s au- 


thority, his will provided as follows: 


“In the handling of said property so placed in 
trust, the Trustee is given full power to buy, sell, 
exchange and invest in properties and securities 
the same as the absolute owner might do, during 
the period of the trusteeship; but caution, prud- 
ence and conservatism is enjoined upon the Trus- 
tee, and safe and sound securities shall at all 
times be chosen for acquisition, even though yield- 
ing a lower rate of income, than one yielding a 
higher rate of income but of questionable safety ~ 
and soundness .. .” 


In 1932 S. V. Carter, an officer cf the 
Savings Bank and the National Bank, was 
appointed Substitute Trustee. 

In January, 1933, the East Tennessee Na- 
tional Bank failed, and the stockholders 
were assessed under the double liability 
provision. Meanwhile, a reorganization of 
the bank was commenced, by the terms of 
which the stockholders would receive a re- 
duced amount of stock and would execute 
notes equal to the face amount of this 
stock, payable on January 10, 1940. 

Carter, owner of 300 shares of the bank’s 
stock, was one of the proponents of the 
plan. He was one of the first to agree to 
it, both in his capacity as an individual and 
as Trustee, and as such Trustee he exe- 
cuted a note for $14,000 and pledged the 
other assets of the trust estate to secure it. 
Carter died in 1935, and the Hamilton Na- 
tional Bank was appointed to succeed him. 

When the note matured, suit was insti- 
tuted against the Bank as successor Trus- 
tee to recover on the note and to pay it 
by selling the collateral which had been 
pledged to secure it. The Bank asked the 
cancellation of the note and a recovery of 
the pledged security. 

HELD: Carter had no authority to exe- 
cute the note; it was an unenforceable obli- 
gation; and the Hamilton National Bank 
was entitled to recover possession of the 
pledged securities. 

(1) There is nothing in the language of 
the will creating the trust which gave the 
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trustee authority to execute this note or 
pledge the trust corpus to secure it. In the 
absence of an express authorization, the 
trustee would not have the power to do 
this. And “giving the provisions of the 
will . . . the most liberal construction, we 
find authority only to make and exchange in- 
vestments from which a return might be 
expected to provide the income for the 
widow.” 

(2) In the absence of express author- 
ity, it was the duty of the trustee to apply 
to the Chancery Court for instructions as 
to the proper course he should follow, and 
he should not assume authority not grant- 
ed, even though acting in good faith. 

(3) Carter was an officer of the bank 
which was being reorganized, and owned 
stock in it, and was very much interested 
in the plan of reorganization being carried 
cut, and he was therefore incompetent to 
act in the matter, and the transaction could 
be avoided by his successor trustee. 


a, 


Investment Powers — Purchase of 
Trust Obligation by Wife of Trus- 
tee Held Improper 


Iowa—Supreme Court 


Van Gorp v. Van Gorp, 229 Iowa 1257, February 
18, 1941. 


H. P. Van Gorp, Trustee of the P. H. Van 
Gorp Trust estate, executed four notes se- 
cured by a mortgage upon trust property in 
1932. When the notes and mortgage be- 
came due, the Trustee tried to refinance 
them but he could not. His wife, the plain- 
tiff, was able to borrow money from a bank 
on the signature of herself and a friend, 
which enabled her to buy up the notes at 
approximately fifty cents on the dollar. This 
action was brought by her to foreclose the 
mortgage upon the trust property. One of 
the beneficiaries under the trust defended 
upon the ground that the plaintiff’s acquisi- 
tion of the notes and mortgage constituted 
a breach of trust on the part of H. P. Van 
Gorp, Trustee. 

HELD: (1) It is thoroughly established 
that a trustee may not deal with trust 
property to his personal advantage. 

(2) The wife of a trustee is similarly 
precluded from buying or selling trust 
property, except where it is shown by un- 
impeachable evidence that the beneficiaries, 
being sui juris, were fully advised of all 
facts concerning the transaction, that the 
price was fair and adequate, and that he 
obtained no undue advantage. 
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(3) In this case, the record shows that 
Catherine Van Gorp, who sold one of the 
notes which was acquired by the plaintiff, 
did not know that the latter was to be the 
purchaser, so that one of the essential ele- 
ments to bring the case within the exception 
to the general rule is lacking. 

(4) The plaintiff was entitled to a decree 
foreclosing her mortgage but only in the 
amount actually expended by her in acquisi- 
tion of the notes sued on, together with in- 
terest from the date of the purchase. 

Cf. Driver v. Blakely, Dec. 1940 Trusts and 
Estates 686. 
ee 


Jurisdiction—Power of Court to Di- 
rect Trustee to Act With Respect to 
Foreign Real Estate 


Iowa—-Supreme Court 
Meents v. Comstock, 230 Iowa 63, March 11, 1941. 


A testamentary trust involving land in 
Illinois. and Iowa was established in IIli- 
nois. To pay claims of creditors a suit was 
commenced in Illinois for the liquidation of 
the trust. A decree was entered in Illinois 
for the sale of the land in Illinois and Iowa 
free of the charges created by the will, and 
the trustee was directed to institute proceed- 
ings for sale of the Iowa land. The trial 
court in Iowa was of the opinion that the 
Illinois court had no jurisdiction of the 
Iowa real estate, so that its decree was not 
entitled to full faith and credit. On appeal 
the Supreme Court held: 

HELD: (1) Although courts of a state 
cannot create an interest in land situated in 
a foreign state or adjudicate title to such 
land, equity may enforce a trust by a decree 
in personam directing the conveyance of or 
affecting title to lands in another state. 

(2) The Illinois court, having jurisdic- 
tion of the parties, had plenary authority 
to order the trustee to institute proceedings 
in Iowa for sale of the Iowa land, and it 
was not necessary for creditors who had 
established their claim in Illinois to come 
to Iowa and reestablish them. 


a 

Life Tenant and Remainderman—Ap- 

portionment of Proceeds of Realty 

Acquired by Foreclosure—Constitu- 
tionality of Statute 


New York—Surrogate’s Court, N. Y. Co. 
Matter of West, N. Y. Law Journal, March 12, 
1941, 


It was contended that §17-c of the New 
York Personal Property Law, which deals 
with real property acquired by foreclosure 









or conveyance in lieu thereof, was uncon- 
stitutional in that it deprived remainder- 
men of property rights without due pro- 
cess of law because, under the statute, life 
beneficiaries might receive a greater pro- 
portion of the proceeds of foreclosed realty 
than they would receive under the rules set 
forth in Matter of Chapal, 269 N. Y. 464, 
and Matter of Otis, 276 N. Y. 101. 


HELD: The statute so far as it was 
prospective in operation was clearly consti- 
tutional; and in respect of its application 
to mortgage investments existing upon the 
effective date of the statute it was “merely 
remedial, procedural and administrative,” 
and only a modification of rules which 
courts could have changed, and therefore 
constitutional though retroactive. The Sur- 
rogate also passed, in detail, upon questions 
raised as to the effect of §17-c as well as 
questions related to the Chapal-Otis rule 
but not arising under the statute. 


a 


Powers—Appointment — Nature of 
Power In View of Qualification on 
Exercise 


Maine—Supreme Judicial Court 
Moore, et als. v. Emery, et als., 137 Maine 


Under the 18th Clause of his will, the 
testator provided that each of his daughters 
for whose benefit he had set up testamen- 
tary trusts, should be “given the power to 
dispose of by will the principal of the 
trusts created in her favor, provided it 
be bequeathed to my descendants.” 

In a Bill in Equity asking for a con- 
struction of certain clauses of the will, the 
Court is asked particularly whether the 
powers given to the daughters are general 
or special, and if special, whether they are 
exclusive or nonexclusive. 

HELD: “Powers of appointment may be 
roughly divided into two classes—general 
and special, and the special into two 
groups, exclusive and non-exclusive. If the 
donee of the power may appoint anyone, 
including himself, the power is general, if 
only to a class, the power is special. If 
the special power permits the donee to 
bar one or more members of the class from 
receiving a portion of the property, it is 
exclusive; if every member of the class is 
entitled to some portion, the power is said 
to be non-exclusive.” 

The Court further held that each of the 
daughters “has a power to appoint to the 
descendants of the testator, the principal 
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of the trusts set up for her benefit, and that 
such power is exclusive in the sense that 
she has the right to limit the distribution 
to such member or members of the class as 
she may see fit.” 


a | 


Powers — Limitations — Long-Term 
Trusts and Accumulation of Income 
—Court of Equity Lacks Power to 
Modify Trusts if Effect is to De- 
stroy Trust or Defeat Purposes of 
Donor 


North Carolina—Supreme Court 
Penick v. Bank, 218 N. C., 686. 


The testator set up two trusts in his will. 
In one he devised property to the diocese of 
his church to be used in the erection and 
maintenance of a school. In the other he 
devised property to trustees with direction 
that the corpus and the income be held, 
invested and reinvested for a period of 
ninety-nine years, and directed that at the 
end of that period the corpus and accumu- 
lated income be paid to the diocese of the 
church for the same purposes as in the 
first trust. 

The school was erected pursuant to the 
provisions of the first trust. This suit was 
instituted to modify the provisions of the 
second trust in order to permit the present 
use of the net income therefrom to make 
necessary repairs and purchase necessary 
machinery and tools for the school. At the 
time the suit was instituted the testator 
had been dead only about six years. In the 
complaint filed in the cause, it was alleged 
that, in order to carry out the express pur- 
poses of the testator, the net income from 
the trust set up under the second item of 
the will should be paid over as earned and 
that the provision for accumulation of in- 
come for ninety-nine years should be mod- 
ified as inexpedient, unnecessary, and con- 
trary to public policy. The trustees under 
the ninety-nine year trust demurred to the 
complaint upon the grounds that it did not 
state a cause of action. 

HELD: The provision for the accumu- 
lation of the income for a period of ninety- 
nine years is valid and not against public 
policy, nor is it so unreasonable as to just- 
ify interference by a court of equity to di- 
rect a disposition of the income in con- 
flict with the clear, unambiguous direction 
of the donor. It was pointed out that a 
court of equity has power, under certain 
circumstances, to modify the terms of a 
trust, but this power should not be exer- 








444 


cised to destroy the trust or defeat the 
purpose of the donor. The Court cited with 
approval a number of cases from other jur- 
isdictions, collected in Section 353 of 2 
Bogert on Trusts and Trustees, upholding 
provisions in charitable trusts for accumu- 
lation of income over long periods of time. 


a 


Real Property—Rights and Liabilities 
of Devisee of Life Estate During 
Probate 


California—District Court of Appeal 

Estate of Shannon, 43 A. C. A. 470, 43 Cal. App. 

2d — (Mar. 11, 1941). 

HELD: (1) Devisee of life estate in 
real property, who was also executrix, en- 
titled to occupy the property without rental 
during probate. 

(2) Devisee, being in possession of the 
property not as executrix but as life tenant, 
was obligated to pay taxes and insurance. 





—— 


Taxation—Estate—Proceeds of Pol- 
icy Not Exempt Where, as Condi- 
tion Precedent to Securing Prem- 
ium Life Insurance Policy, Insured 
Was Required To Purchase Annuity 


United States—Supreme Court 

Helvering v. Le Gierse, Keller v. Commissioner, 

Tyler v. Helvering, 312 U. S. — Decided 

March 3, 1941. 

In the Le Gierse case the insured, at age 
80, took out at the same time a single 
premium insurance policy in favor of her 
daughter and purchased an annuity. She 
was not required to take the usual physical 
examination nor answer the questions usual- 
ly propounded to an applicant. The innsur- 
ance policy would not have been issued with- 
out the annuity contract. 

HELD: The two contracts must be con- 
sidered together; and from that viewpoint 
they involved no “insurance risk.” The 
sum payable to the beneficiary was not 
within the $40,000 insurance exemption, 
but was rather a transfer to take effect in 
possession or enjoyment at or after death. 





ee 


“While the war lasts, the Federal Govern- 
ment has power to do anything necessary 
for the prosecution of the war. Everything 
else can sleep. Much of it, like Marlowe’s 
Edward the Second, will never wake. See 


also under Sleeping Beauty, Rip Van Win- 
kle, Ephesus, Morpheus, etc., ete., etc.”— 
Stephen Leacock. 
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Taxation—Estate—Where Executor 
Elects Optional Valuation At Date 
One Year After Date Of Death, 
Such Valuation Does Not Include 
Income For The Intervening Year 


United States—Supreme Court 


Maass, Executor (Saks Estate) v. Higgins, Abend- 
roth (Estate) v. Commissioner, Blacque (Estate) 
v. Commissioner, 312 U. S. , decided March 
3, 1941. 


Article 11 of Regulations 80 had pro- 
vided that in valuing an estate on the op- 
tional date one year after date of death, 
the income for the intervening year should 
be included in determining the valuation 
subject to the estate tax. That regulation 
was affirmed by the Board of Tax Appeals, 
and by the District and Circuit Courts. The 
Supreme Court, however, 

HELD: Reversed and excluded the in- 
come for the period intervening after the 
decedent’s death saying, “If Congress in- 
tended *** that a different method of val- 
uation should apply at the end of the one 
year period than that applicable as of the 
date of death, it would have been a sim- 
ple matter so to state.” 

(See Evans, “Estate Taxation of Interim 
Income,” March 1941 Trusts and Estates, 


318.) 





Ee 


Taxation—Gift—In Gift To A Trust 
With Several Beneficiaries, Donor 
Entitled To $5,000 Exclusion For 
Each Beneficiary (Prior To 1939). 


United States—Supreme Court 
Helvering v. Hutchins, 312 U. S. 
March 3, 1941. 


The taxpayer in 1935 made a large gift 
to a trust with seven beneficiaries, and ex- 
-luded from the amount reported as tax- 
able gifts the sum of $35,000. The Com- 
missioner allowed only a single exclusion 
of $5,000 in lieu of the seven claimed. The 
Board of Tax Appeals, treating the trust 
as the donee, sustained the Commissioner. 
The Court of Appeals for the Fifth Cir- 
cuit reversed. 

HELD: Affirmed. “It would seem to 
follow that the beneficiary of the trust to 
whose benefit the surrender inures, whether 
made at the time the trust is created or 
later, is the ‘person’ or ‘individual’ to whom 
the gift is made.” The Court allowed seven 
exclusions of $5,000 each. (This was un- 
der the statute prior to the 1939 amend- 
ment withdrawing the annual allowance 
from gifts of property in trust.) 


, decided 


















Taxation—Gift—In Gift To Trust, 
Where Use, Possession Or Enjoy- 
ment Of Each Beneficiary Is Post- 
poned To Happening Of Future 
Uncertain Event, Gift Is Of A 
“Future Interest” And No Exclu- 
sion Of $5,000 Is Allowable 


United States—Supreme Court 


United States v. Pelzer, 312 U. S. . decided 
March 3, 1941. (Semble, Ryerson v. United States, 
312 U. S. , decided March 3, 1941.) 


The donor had created a trust in 1932 
and made additional gifts thereto in 1933, 
1934 and 1935. The beneficiaries had no 
right to the present enjoyment of the cor- 
pus or of the income, and unless they sur- 
vive the ten year period of accumulation 
they will never receive any part of either. 
The government argued for a single $5,000 
exclusion as a gift to the trustee, but 
this was denied under 4Helvering v. 
Hutchins, supra. Also, since the gifts are 
held to be to the beneficiaries (and not to 
the trustee), and the “use, possession or 
enjoyment” of each donee is postponed to 
the happening of a future uncertain event, 
the gift is held to be of a future interest 
and no exclusion of $5,000 is allowable. 








————— 


Taxation—Income—Where Life Bene- 
ficiary Of Testamentary Trust As- 
signed Income From Trust Merely 
For Two Following Years, Such In- 
come Held Taxable To Assignor 


United States—Supreme Court 


Harrison (Collector) v. Schaffner, decided March 
31, 1941. 


The life beneficiary of a testamentary 
trust assigned certain specified amounts in 
dollars from the income of the trust for the 
year following the respective assignments. 
The trustees paid the assigned amounts of 
income to the several assignees. The tax- 
payer argued that such assignee acquired 
a present equitable estate in the trust 
property for the amount assigned. 

HELD: In distinguishing Blair v. Com- 
missioner, 300 U. S. 5, in which an assign- 
ment of a share of trust income to another 
for life without retaining any form of con- 
trol over the interest assigned was held 
to be a transfer in praesenti to the donee, 
the Supreme Court said, “But we think it 
quite another matter to say that the bene- 
ficiary of a trust who makes a single gift 
of a sum of money payable out of the in- 
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come of the trust does not realize income 
when the gift is effectuated by payment ***. 
It is enough that we find in the present 
case that the taxpayer, in point of sub- 
stance, has parted with no substantial in- 
terest in the property other than the speci- 
fied payments of income ***,” 

(See McClain, “Division of Income by 
Assignment,” this issue.) 


| 


Taxation—Income—Where Decedent 
And Partnership Of Which He Was 
Member Were On Cash Basis, Items 
Of Income Accruable To Date Of 
Decedent’s Death Include His Share 
Of Profits Earned By The Partner- 
ship Though Not Received By It 
Prior To His Death 


United States—Supreme Court 


Helvering v. Enright (Estate), Pfaff v. Commis- 
sioner, decided March 31, 1941. 


Decedent was a member of a law partner- 
ship. Both he and his firm kept books on 
the cash basis. Under the partnership 
agreement, the decedent’s shares in the un- 
collected accounts and unfinished business 
were valued at $2,000 and $40,000 respec- 
tively. Those sums were included in the 
assets of the estate but not in the last in- 
come tax return for the decedent. 

The Commissioner included such sums in 
the last income tax return of the decedent 
and the Board of Tax Appeals affirmed. In 
reversing, the Second Circuit reasoned that 
the statute merely placed the decedent’s 
last return on an accrual basis, which would 
not affect his share of the income of the 
partnership, a separate income computing 
unit. 


In reversing the Circuit (and affirming 
the Board) the Supreme Court concluded 
that the partnership agreement necessitated 
an accounting for the partnership earnings 
for the period to the decedent’s death, as 
shown by the valuation of the accounts and 
the unfinished business. The Court said 
that “distributive share” of a partner does 
not mean the income available in cash for 
payment but “that the gains attributable 
to the partner’s interest in the firm were 
earned.” The Court appears to assume that 
the items as valued represented fair “ac- 
cruals.” 


(See Evans, “Accrued Income for Tax 
Purposes,” Oct. 1940 Trusts and Estates, 
411.) 
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Taxation—Income—“Time Of Distri- 
bution” To A Beneficiary Of Testa- 
mentary Trust Held To Be Time 
Of Distribution From The Estate 
To The Trust—Basis To Benefi- 
ciary Of Property Purchased By 
Trustees Is Cost To Trustees 


United States—Supreme Court 
Maguire v. Commissioner, decided March 31, 1941. 


The taxpayer’s share of a testamentary 
trust of personalty was delivered to her in 
kind in 1923. Part of the property, which 
had been owned by the decedent who died 
in 1903, had been delivered to the trust in 
1905. Part had been thereafter purchased 
by the trustees. The taxpayer claimed as 
her basis (under the 1928 Act) the value 
of the assets when distributed by the trust 
in 1923. 

HELD: The “time of distribution to the 
taxpayer” meant the time when the distri- 
bution was made out of the estate to the 
trustees. The basis of the property which 
came from the estate of the decedent was 
held to be the value in 1905. The basis to 
the beneficiary of the property purchased 
by the trustees was held to be the cost to 
the trustees (before 1923) not the value 
when distributed by the trustees in 1923. 


A footnote to the decision calls attention 
to the provision for the value on March 1, 
1913, being an alternative basis for proper- 
ty acquired prior to that date. 


ee | one 


Taxation—Income—For Capital As- 
sets Received And Sold By Bene- 
ficiary Of Testamentary Trust, Pe- 
riod Of Holding Runs From Date 
Of Purchase For Assets Purchased 
By Trustee Or From Date Of Death 
Of Decedent For Assets Which Had 
Been Then Owned By Decedent 


United States—Supreme Court 


Helvering v. Gambrill, Helvering v. 
decided March 31, 1941. 


In the Gambrill case the taxpayer was a 
remainderman under a trust created by the 
will of his grandmother who died in 1897. 
The trust property consisting of personalty 
had been delivered by the executors to the 
trustees in 1898. On the death of the life 
tenant in 1928 the property was delivered 
by the trustees to th etaxpayer as remain- 
derman. Some of the property was part 


Campbell, 


of the original trust (1898) and some had 
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been purchased by the trustees both before 
and after March 1, 1913. During 1930 the 
taxpayer had sold some of the property 
from each group. 

The Board of Tax Appeals and the Sec- 
ond Circuit Court had held that the basis 
(under the 1928 Act) of the property sold 
was the value in 1928 when distributed by 
the trust, and that the holding period of 
the capital assets ran from the date of such 
distribution in 1928. 

Under Maguire v. Commissioner, supra, 
the Supreme Court held that the basis of the 
property coming from the original dece- 
dent’s estate was the value when distributed 
by the estate (1898), and of the property 
purchased by the trustees was the cost to 
the trustees. A footnote to the decision 
calls attention to the provision for the value 
on March 1, 1913, being an alternative basis 
for property acquired prior to that date. 

In accordance with the provision for 
“tacking” periods of holding where the 
basis to the taxpayer is the same as in 
the hands of a prior owner, the Supreme 
Court held that the period of holding (for 
computing capital gain or loss) dates from 
the decedent’s death for property which 
she then owned and from the date of pur- 
chase for property purchased by the trus- 
tees. 

In the Campbell case, the same rules were 
applied under both the 1928 and 1932 
Revenue Acts. 

ee 


Wills—Probate—Appointment of Ex- 
ecutor Not Revoked Where Will Is 
Revoked As To Wife By Testator’s 
Subsequent Marriage 


California—District Court of Appeal 

Estate of Russell, 438 A. C. A. 371, 43 Cal. App. 

2d ——-— (Mar. 3, 1941). 

HELD, under Probate Code Sec. 70, pro- 
viding that if a person marries after mak- 
ing a will the will is revoked as to the 
spouse, the appointment of an executor, 
made under an antecedent will, is not re- 
voked by the testator’s marriage. 


a 


Wills—Probate—Foreign Testators— 
Effect of Treaties on Local Law 


Missouri—Supreme Court 
Wyres v. Arnold, 147 S. W. (2d) 644. 


This was a proceeding for a writ of pro- 
hibition against the Judge of the Probate 
Court of the City of St. Louis to prevent 
the Judge from proceeding under a will and 




























distributing an estate according to its terms. 
The ultimate question for decision was 
whether or not the treaty between the 
United States and Germany of October 14, 
1925 (44 Stats. Vol. 3, page 2132), although 
containing no express provision on the 
point, was to be construed as superseding 
Section 532 R. S. Mo. 1939, which bars the 
probate of a will after the lapse of one 
year from the date of the first publication 
of the notice of the granting of letters 
testamentary on the estate of the testator. 

HELD: While it appeared to be the de- 
clared policy of Missouri to recognize the 
supremacy of valid treaties, the Missouri 
Statute limiting the time for the probate 
of a will did not discriminate between resi- 
dents and non-residents and, therefore, did 
not conflict with the treaty with Germany. 
Further, it did not unlawfully limit or re- 
strict the freedom of disposal by testament 
and consequently it was not superseded by 
the treaty. 


a 


Wills—Probate—Right of Attesting 
Witness to Receive Legacy When 
He Avoids Testifying 


New York—Court of Appeals 
Matter of Walters, March 6, 1941. 


A legatee who was also an attesting wit- 
ness purposely left the State to avoid testi- 
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fying in the probate proceeding. The New 
York Decedent Estate Law, §21, provides 
that a bequest to a subscribing witness is 
ineffective when his testimony is necessary 
to probate the Will. Pursuant to Surro- 
gate’s Court Act, §142, the Will was proved 
upon the testimony of the other subscrib- 
ing witness and proof of the signature of 
the missing witness. Later the attesting 
legatee appeared and demanded a share of 
the estate. Although it clearly appeared 
that the Will had been duly and honestly 
executed, and had been “proved without the 
testimony” of the legatee, the Surrogate 
voided the gift (172 Misc. 207) and he was 
affirmed by the Appellate Division, 259 
App. Div. 1078. 


HELD: The legacy to the non-appear- 
ing attesting witness was not void. The 
purpose of the statute was primarily to 
render subscribing witnesses competent, who 
would not have been so otherwise, and * 
secondarily to guard against fraud. The 
statute was not intended to outlaw gifts 
to a witness whose testimony is not re- 
quired for probate. To hold otherwise in 
this case would result in nullifying the 
testator’s intention to confer a benefit upon 
this witness without in any way promoting 
the purpose of the statute. [The opinion of 
the lower court in this case is noted in 50 
Yale Law Journal 701 (February, 1941).] 
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